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NO MATTER 
HOW J 
FOLKS DRINK 
COFFEE 


Ups tofee ts bud m d.. 


Mi LeEx 
IT PLACES 87 KWH. ON panel LINE 


Practically everybody drinks coffee! And 
SILEX makes better coffee! That's why 
SILEX is a load-building opportunity for 
you... it's in demand ... and it adds 
87 K.W.H. to your load! (97 K.W.H. 
with an electric Anyheet Control!) 
Watch your load climb ... when you 
sell more through promotions and 
displays. 


The Silex Co. Dept. UP-5 Hartford, Conn. 
Creators of the Glass Coffee Maker Industry 


Push <A#4,€X and watch your load climb 
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Httractive folders on this 
Regulator will be fur- 
ished free, at your re- 
west, for distribution to 
our trade. Write for 
atalog and price list on 
Barber Burner Units for 
as Appliances, Conver- 
ion Burners for Furnaces 
wd Boilers, and Regu- 
tors, 


HE BARBER GAS 


Many 
Gas 


Companies 
Endorse 


BARBER 
REGULATORS 


IR a control device so vital to 
safety and fuel economy as a pres- 


sure regulator, the public service utility is not willing to 
recommend anything but the best. We feel that the wide 
approval given to Barber Regulators by gas companies 
everywhere is a true measure of their reliability. 


Of thoroughly tested design and construction, Barber 
Regulators are built with all bronze bodies, brass operating 
parts, phosphor bronze springs, special non-deteriorating 
diaphragms. They are responsive to 3/10 pressure variation 
and will give long and continuous service. Barber’s long 
record of reliability protects your interests, and eliminates 
many customer complaints and service calls. Play safe with 
Barber Regulators! 


BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


REGULATORS 


Barber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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Produce more this year by using faster tools 
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Speed your rush jobs 
with the work-saver 


Rikcailb 


PIPE WRENCH 


That housing won't break down just when you 
need if ... no expense or time lost for repairs 


J” Sewerage of RIEZS(1Ib Wrenches are doing 
their share to speed vital work this year ... 
However tough the job you give the RILSID. 
that guaranteed housing can take it—no time out, you 
need fewer spares. Safe chrome molybdenum jaws 
grip and let go instantly, are easily replaceable. 
Handy pipe scale on hookjaw, adjusting nut in open 
housing spins quickly to pipe size. Comfort-grip 
alloy I-beam handle and efficient balance of whole 
tool mean less fatigue. Get more work done, with 
less tool expense—ask your Supply House for 


RICs(( Wrenches. 
THE RIDGE TOOL CO., ELYRIA, OHIO 
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iv seems as if every time a national trade 
association holds its annual convention 
these days, it does so in the midst of a host 
of critical problems of special concern to that 
industry. Gone is the time when the annual 
pilgrimage of Mr. Business Man to Wash- 
ington, New York, Atlantic City, Chicago, 
or other points East and West, was a pleasant 
opportunity to enjoy a liberal by-product of 
high jinks as an incidental accompaniment to 
a reasonable amount of professional enlight- 
ernment. 


PropaBLy a good many members of the 
business and professional fraternity still en- 
joy their annual get-together in an informal 
way, with plenty of cracked ice and soda. 
But if and when they do, it is a mark of 
fortitude or optimism rather than a want of 
something more serious to think about. 


As we wrote these lines, for example, the 
National Association of Broadcasters in its 
annual convention in St. Louis, Missouri, was 
confronted with a 3-ring circus of critical 
developments of vital concern to radio broad- 
casting: (1) the FCC so-called “death sen- 
tence” for expansive network operation; (2) 





©Harris & Ewing 

EDWARD CLAYTON FICHER 
SEC regulation is creating more economical 
service companies. 


(SEE Pace 707) 
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the split-up in the broadcasters’ united front 
in their music royalties’ war against the 
American Society of Composers, Authors, and 
Publishers; (3) the possibility of a congres- 
sional investigation of both the FCC and the 
broadcasting industry. 


¥ 


ide serious as these problems are, they 
pale in comparison with those which con- 
front the members gathering for the ninth 
annual convention of the Edison Electric In- 
stitute in Buffalo, New York, June 2nd-5th. 
One could list a dozen critical problems fac- 
ing the electric industry; but just to hit the 
high spots, here’s a mere half-dozen: (1) the 
SEC “blitzkrieg” on the holding companies; 
(2) the F'PC activity in the realm of regula- 
tion, previously thought to be reserved to the 
state commissions ; (3) the defense power pool 
situation; (4) the problem of priority of 


strategic materials and supplies; (5) the 
perennial government ownership problem; 


(6) the impact of the Army draft, defense 
taxation, and other incidentals of the defense 
activity. 


As one contribution to a frank discussion 
of the first of these problems—the relations 
between the Securities and Exchange Com- 
mission and the electric power industry—we 
present as a feature article in this issue a 
statement by the chairman of that commission, 
EpwWARD CLAYTON EICHER. 


3oRN in a small town in Iowa in 1878, 
CHAIRMAN EIcHER studied philosophy and 
law at the University of Chicago around the 
turn of the century and was admitted to the 
Icwa bar in 1906. After early practice as a 
district attorney and, counsel for the C., B. & 
Q. Railroad Company, he continued in private 
practice between 1918 and 1933, when he was 
elected to the U. S. House of Representatives. 
As a committee member in Congress, he was 
active in securing the passage of the Holding 
Company Act in its present form and was ap- 
pointed a member of the SEC in 1938. He 
was elected to the chairmanship on April 9th 
of the current year, following the resignation 
of Chairman Jerome Frank. 


- | 


Faber problem of the electric industry, 
mentioned above, is dealt with in a most 
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RILEY STEAM GENERATING UNIT 








Outstanding American 
Lignite Burning Installation 


OTTER TAIL POWER COMPANY, Wahpeton, N. D. 


130,000 Ibs. steam/hour, 650 Ibs. design pressure, 825° F steam temp. 
Unit burns North Dakota Lignite at 82% Efficiency. 


Riley Boiler, Superheater, Steam-temperature Control, Economizer, 
Air Heater, Water Cooled Furnace, Steel Clad Setting, Riley 
Harrington Stoker. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEWYORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8T. LOUIS CINCINNATI HOUSTON CHICAGO’ S&T. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANIOAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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8 PAGES WITH THE EDITORS (Continued) 


forthright fashion in this issue by W. D. Gay, 
manager of the utility department of Standard 
& Poor’s Corporation (page 721). This has to 
do with the effect of national defense prior- 
ities on electric generating equipment and* on 
electric appliances. Mr. Gay graduated from 
Harvard in 1926 and since that time has been 
active in financial research in New York city. 


Apropos of Mr. Gay’s analysis of current 
merchandising practices in the light of the 
national emergency, we recently received a 
letter from a good friend of ours who had 
made a survey of merchandising practices. 
Our correspondent was somewhat surprised to 
find that there was little unity of policy on the 
subject of what to do now about the residen- 
tial electric power load. Some companies have 
cut out almost all merchandising. Others 
seem to be going right ahead with their pro- 
motional activity on a business-as-usual basis. 
Probably the safest course would be a happy 
medium between these two extremes. 


In fact, the problem may be too big for 
some companies to solve at all. It would be 
easy for a pessimist to forecast that such com- 
panies will get into plenty of trouble within 
the next few years. It would be most un- 
fortunate if the Edison Electric Institute— 
the only common denominator which could ef- 
fectively function as a unifying factor in these 
premises—is compelled to cut down its activi- 
ties because of various threatening circum- 
stances. It goes without saying that this as- 
sociation could be of greatest assistance to 
individual electric companies in working out 
a sane solution—and such a solution can only 
come from intensive analysis and research 
which in many instances are beyond the re- 
sources of individual company management. 


Some day—if the world doesn’t come to 
an end before that—we shall have peace 
again. The industry will have to find work 
for billions of kilowatt hours which will then 
be mustered out of the service, so to speak, 
and otherwise unemployed. It will be neces- 
sary not only to plow and harrow the field 
of residential service most intensively through 
the sale of appliances, but, also, new uses for 
electricity in the home must be developed if 
the vast reserve of new power capacity is 
ever to be gainfully employed. Space heating 
by electricity at off-peak rates is one pos- 
sibility which is being considered. (See page 


747.) 
¥ 


sh emeve the St. Lawrence seaway-power 
proposal seems to be marking time these 
days in Congress, it is certainly not going to 
remain in total eclipse for any length of time. 
A battle is brewing on Capitol Hill and the 
present state of inactivity may very well be 


the lull before the storm. In this issue 
ANDREW BARNES, Washington news corre- 
spondent in the press gallery of the House of 
Representatives, analyzes the possibilities of 
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W. D. GAY 


Should there be a utility holiday on appliance 
merchandising ? 


(SEE Pace 721) 


congressional action on the St. Lawrence 


measure. 


MONG the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


THREE decisions illustrative of the work of 
the Securities and Exchange Commission, con- 
tained in this issue, relate to reacquisition of 
stock (see page 65), stock issues and write- 
down of assets (see page 99), and organiza- 
tion of a subsidiary service company (see 
page 120). 


An outstanding decision on the question of 
depreciation has been produced by the New 
Hampshire Supreme Court, which considers 
accrued depreciation, reserves and funds, and 
the related maintenance policy. (See page 72.) 


THE inevitable increase in tax burdens be- 
cause of war conditions will have to be faced 
by the utility companies, but, according to the 
Massachusetts commission, the situation is not 
properly met by a tax clause in a rate schedule. 
(See page 89.) 


THE discounting of instalment agreements 
in connection with merchandising sales is the 
subject of a decision by the Pennsylvania com- 
mission. (See page 91.) 


THE next number of this magazine will be 
out June 19th. 


Ie Chil 
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Sentenced to Death 
That Your Records May Live 


Behind the massive test-furnace doors this Safe-Cabinet has been deliberately destroyed — to 


test and prove that the records it contains will live through severe fire. 
* * * * 





Have you considered the “after-fire’ value of your operating records, correspondence, statis- 
tics, legal documents and continuing property data in the light of recent P. S. C. and F. P. C. 
rulings? Have you considered the fire hazards which surround these records? 


Now, as a new service to you Remington Rand is happy to announce the inauguration of a 
Safety-Survey Plan for Utilities. This new service is built around these three factors: (1) Classi- 
fying your records into four groups — Vital, Important, Useful, Non-Essential — according to 
their “after the fire value”. (2) Determining the extent of the fire hazards and dangers which 
constitute threats to the safety of these records. (3) Recommending Safe-Cabinet tested, certified 
products for the convenient, secure housings of all your records based on their value and 
according to the hazards to which they are exposed. 


The current threats of sabotage-fires and rising accidental-fire risks make a Safety-Survey 
one of the most important steps you can take in 1941. And it won't cost you a penny! Write 
today for full details of our Safety-Survey Plan for Utilities. 

See why we sentence Safe-Cabinet products to destruction that your records may live! Pub- 
lic Utility Division, Remington Rand Inc., Buffalo, New York. 


PREPAREDNESS IS THE PRICE OF SECURITY 


REMINGTON RAND INC. sranches ait Principal Cities 
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Another Example of VULCAN 


VERSATILITY 


in Soot Blower Design 





Valean unit makes notable 

4 year record in latest design, 
twin farnace Foster Wheeler 
steam generator installation 

at Oil City, Pa., station of the 
Keystone Public Service Company, 
operating on fuel relatively high 


in ash having a low fusion point. 
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Vulcan unit in twin-furnace Foster Wheeler steam 
generator completes 4 years’ service with No TROUBLE 
AND NO MAINTENANCE. 

. This despite unusual problems presented by 
novel boiler and furnace design. 

. As the drawing shows it was impracticable to 
install soot blowers from the front of the boiler as the 
furnace construction precluded installation of con- 
ventional type of elements and bearings to provide 
necessary protection and support. 

. Hence, entry was made at the back necessitating 
carrying the elements a distance of about 26 ft., through 
& economizer and boiler tube banks to the super- 

eater. 

- Passage through high temperature, intermediate 
temperature and relatively low temperature zones, 
plus the factor of exceptional length, greatly compli- 
cated the problems of securing adequate thermal pro- 
tection, dependable support, and at the same time 
provide for expansion and contraction without danger 
of cutting tubes. 


Solution was found by using HyVULoy element 


section for the high temperature area, VULcrom ele- 
ment for the intermediate, with the balance steel; and 
providing specially designed bearings to hold the 
members in such a way as to eliminate hazard of tube- 
cutting and directed expansion toward the back of the 
boiler, where jt could be taken up by a suitable expan- 
sion joint. 

. Because of the advanced design of this boiler 
involving new features in soot-blower design and con- 
struction, Vulcan engineers inspected the installation 
monthly for many months, but the engineering was so 
sound that no trouble of any kind developed—Results— 
Perfect Operation—Perfect Cleaning—Reasonable Cost 
—And—vULCAN SOOT BLOWERS WERE SPECIFIED when 
a duplicate Foster Wheeler twin furnace steam generator 
was recently ordered by Keystone Public Service 
Company. 


. Whatever the characteristics of your boiler and 
setting, fuel, or load, Vulcan engineers can successfully 
solve any soot blower installation and operating prob- 
lem involved. We invite your consideration of Vulcan 
service with respect to any soot blower need. 


VULCAN SOOT BLOWER CORPORATION 


DU BOIS, PENNSYLVANIA 
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“There never was in the world two opinions alike.” . 


—MOoNTAIGNE 





HERBERT HOOVER 
Former President of the 
United States. 


RAYMOND MOoLEY 
Contributing editor, Newsweek. 


W. A. Paton 
Professor of accounting, University 
of Michigan. 


Davin E. LitteENTHAL 
Director, Tennessee Valley 
Authority. 


CLIFTON FADIMAN 
“Information Please” Master of 
Ceremonies, and New Yorker book 

critic. 


THOMAS J. STRICKLER 
President, American Gas 
Association. 


Louis H. Pink 
Superintendent of Insurance, 
New York State. 


CLARENCE A, DyKSTRA 
Chairman, National Defense 
Mediation Board. 


EpirorIAL STATEMENT 
Traffic World. 


DANIEL L. Marsu 
President, Boston University. 
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“It is easier to regiment a people than to unregiment 
them.” 


¥ 


. government planning tends to run too much to 
public works.” 


“ 


¥ 


“ . . there is nothing mysterious about depreciation, as 
some seem to think.” 


v 


“Energy in great quantities, widely available, always 
increases the opportunity of people to make a living...” 


¥ 


“Man is a reasoning animal, but if he did nothing else 
but listen to the radio, he’d get little chance to do any 
reasoning.” 


* 


“The basis of all war preparations is heat, and no other 
form of heat can equal gas fuel for its flexibility, ease of 
control, and efficiency.” 


¥ 


“There is no comparison between the rate of growth of 
the life [insurance] companies and the extension of the 
power, influence, and activities of the central govern- 
ment.” 


¥ 


There are no side doors and no backdoors allowed 
under the President’s Executive Order. This will protect 
the board from those who wish to get to us by a circuitous 
route.” 


oor 


¥ 


“We are prone to sneer at politicians and government 
employees, their bureaucratic and wasteful ways, and, yet, 
when an emergency arises, there is a great cry: ‘Let Uncle 
Sam do it!” 

¥ 

“The public press has been subjected to caustic criticism 
as well as fulsome flattery, yet the most alarming perver- 
sion of the press is not made by the press wittingly, but 
comes with the control of the press by government.” 


12 
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--- are vital to 


TODAY'S PRODUCTION 


Today, when busy executives must make quick and 

New and Timely sound decisions, new Burroughs machines furnish 
Information on These essential information and reports while they are news, 
Subjects Now Available not history—calculate earnings and keep records that 
Yours for the Asking insure prompt payment of personne!—provide figures 
that regulate the flow of materials and parts to the 

MATERIAL CONTROL . . 
COST RECORDS. . . . 
PAYROLL RECORDS . . 


EARNINGS CALCULATION | 
tous AND ACCRUAL . . . 


PURCHASE AND PAYMENT 
RECORDS .. se 


EXPENSE DISTRIBUTION 
STATISHGE Ee: 
BUDGETARY CONTROL _ 


—— Be iedweraer 


DOES THE WORK IN LESS TIME + WITH LESS EFFORT + AT LESS COST 


scheduled rate of production. 


Let Burroughs assist you in finding the easier, faster 
way. Burroughs representatives offer a vast fund of 
experience and technical knowledge of machines, 
applications and procedures. Call Burroughs today. 


BURROUGHS ADDING MACHINE COMPANY 
6478 Second Avenue, Detroit, Michigan 


Per 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 














14 REMARKABLE REMARKS—( Continued) 


Paut A. Porter “It is quite possible that the public, the broadcaster, and 
Washington counsel, Columbia the future of television itself may be seriously injured if 
Broadcasting System. at this time television is launched on a scale which, be- 


cause of increasing defense demands, cannot be main- 
tained.” 


¥ 

































SUMNER T. PIKE “They who allow emotional opposition to the objectives 

Member, Securities and Exchange of the Holding Company Act to obscure their vision will 

Commission. be left by the wayside while the more practical members 
of the financial community get the business and reap the 
benefits.” 


¥ 





FRANK KNox “T cannot justify my worries from figures, but I am 
U. S. Secretary of the Navy. worried about future production of steel; I am worried 
about aluminum, and about some light material that we 
use for alloys. I do not think we will have any shortage opP 
of power. I think there will be ample power to handle our on 
situation,” adj 
y 
EpitortaL STATEMENT “Tf our American conception of the relations between 
The Wall Street Journal. man and his government is to be rescued from sliding into No 
rigid statism—the curse of Europe today—it will have to essa 
be done by dispelling the illusion that the public purse is tow 
bottomless, by bringing public expenditure again under the air 
control of fiscal sanity.” Bu: 
squ 
e 
ARTHUR H. JAMES “When vital industries are held up in disputes over the 
Governor of Pennsylvania. question of who is to be boss, then there is no justification 


for them. The whole thing is a matter of pride in such 
disputes. Whether it’s the pride of the worker or the union 
representative that has to be hurt should not be counted 
when there is nothing except a dispute over leadership.” 


James W. WapswortH “Some of the regulations and practices of the Securities 
U. S. Representative from and Exchange Commission extend, in my judgment, con- 
New York. siderably beyond the intent of the Congress and are having 


the result of establishing a sort of reign of terror over 
honest men who, fearful of the whims and strange inter- 
pretations of the commission, are afraid to go ahead with 
their enterprises lest they be pilloried before the public 
and their reputations injured.” 





" 











“ 





Dona tp C. BLAISDELL . it should be recognized that the Federal govern- 
Economic expert, Temporary Na- ment has a responsibility to see that the electorate is in- 

tional Economic Committee. formed on public problems. This can be done either by re- 
quiring private radio chains, as a condition of retaining 
their licenses and as a public service, to publicize the 
activities of lobbyists in Washington and elsewhere; or, 
failing this, by establishing a government-owned and 
operated radio broadcasting station for the dissemination, 
among other things, of such information.” 
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Note neat, streamline 
appearance—easily ac- 
cessible to inspection and 
adjustment. 


No superstructure nec- 
essary—easily mounted 
to wall or ceiling. Note 
air gap between phases. 
Buses can be round or 
square as shown below. 

















All stresses taken by mounting 
frame with insulators in compres- 
sion loading under all conditions. 


Gasketed covers are housings only, 
—take none of the stress. 


3) Installation and adjustment made 
before covers:are put on. 


Housing covers can be removed 
easily for inspection. 








ETAL ENCLOSED 
BUS— Eliminates 


Interphase Shorts. 


Expensive equipment investments may now be safe-guarded 
from interphase shorts often due to dust pocket flashovers 
in congested areas where buses are exposed, or due to 
support structure failure. Here is a new outstanding design 


consistent in cost with any type of bus structure. 


RAILWAY ano INDUSTRIAL ENGINEERING CO. 


GREENSBURG, PA...... In Canada, EASTERN POWER DEVICES, Ltd., TORONTO 





18,000,000 LB! 


At the rate of nearly 1,000,000 lb of steam capacity per 
month for the past year and a half, utilities of the country 
continue to manifest their confidence in C-E design, con- 
struction, installation and performance. 

Of the 50 units which comprise these contracts, with an 
aggregate capacity of 17,969,500 Ib of steam per hr, 10 are 
above 500,000 Ib of steam per hr. 30 units have pressures 
of 900 Ib or higher. 31 units have total steam temperatures 
of from 900F up. The highest pressure, of 2,000 Ib, is for 
the first high-pressure, high-temperature forced-circulation 
unit in this country. The maximum steam temperature 
represented is 960F. 39 of the units will have superheat 
control of the by-pass damper type. 

Of the 27 companies represented, 18 (65 per cent) had 
previously purchased C-E Steam Generating Equipment. 
They know, from past performance records, what to expect 
in terms of economical performance and high availability. 
It is especially significant that such companies express their 
satisfaction with existing C-E Units by awarding their most 
recent contracts to C-E. A-590 


COMBUSTION 
ENGINEERING 


200 Madison Avenue, New York, N. Y. 


C-E PRODUCTS INCLUDE ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL 
SYSTEMS AND STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 








IN 18 MONTHS! 
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USER TELLS WHY 


men, BPS The best proof we can offer of the all- 
round efficiency and convenience of Kin- 
near Rolling Doors is a direct quotation 
from a well-known manufacturing firm. 
So here’s what the Hydraulic Press Man- 
ufacturing Company, of Mt. Gilead, 
Ohio says: 








were se) 


“Our new plant has been in operation 
approximately eight months. We have 
had in mind for some time letting you 
know what satisfactory service your 
product has been giving us. 





“Our Kinnear Doors, both large and 
small, are operated very satisfactorily by hand and motor. It is 
a satisfaction to know that no matter what weather conditions may 
prevail these doors will operate smoothly and efficiently. 


“Just recently the writer was discussing our Kinnear Doors with 
Mr. Meyers, one of our Shipping and Receiving Clerks, and it is 
very interesting to note the opinion of a man who uses these doors 
constantly. The features he praised most were the speed with 
which the doors operate, their adjustable height, heavy rugged 
construction, and last but by no means least, they are entirely out 


of the way when open.” 


Get these Door Aduantages 
IN YOUR PLANT 
WRITE FOR DETAILS 
The KINNEAR Mjg. Go. 
2060-80 FIELDS AVENUE 
COLUMBUS, OHIO 
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PICK A 


FORD TRUCK 


MANY BIG FLEET OWNERS run their 
trucks night and day—carrying 
capacity loads thousands of miles 
every week of the year. 


They watch costs closely. Because 
the difference of a fraction of a cent 
per mile, one way or the other, may 
mean profit or loss. 


These operators buy Ford Trucks be- 


cause they stand up under the grind 
and save on running time. They buy 
them for rapid acceleration, for easy 
handling in traffic and for high speed 
performance. They buy them for low 
first cost, low fuel consumption and 
low cost service. Briefly, they buy 
Ford Trucks for the very things you 
need in your trucks, whether yours is 
a heavy hauling job or light house- 
to-house service. Ask your Ford 
dealer for an “‘on-your-job” test with 


your own loads and your 

own driver. 

FORD rcs 
AND COMMERCIAL CARS 





Public Utilities Fortnightly June 5, 1941 





150,000 HP Francis Turbine 


for Grand Coulee Project 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 
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Your records are subject to increasing in- 

spection. They stand for you, as the 

proof — often the only proof — of vital 

facts. Keep them clearly. Keep them, 

above all, on paper that withstands to- 

day’s hard, fast wear and tear! A great 

many well-known bankers, business men, no more than others of similar rag per- 
and accountants will tell you that the centage...a negligible fraction more 
best way in the world to do this is to keep than cheap ones. Your printer will be glad 
them on L. L. Brown record and account- to supply your record forms and books on 
ing papers. L. L. Brown ledgers. 


L. L. Brown papers have given better serv- .. . for your correspondence! 

ice for nearly a hundred years. Every An L. L. Brown bond, with its crisp au- 

sheet has a perfect surface for writing or thoritative crackle, speaks volumes in 

typing, for erasure and re-writing. Every favor of you and your organization before 

one is outstanding for durability and uni- even a word of your letter is read. Ask your 

formity. Yet these superior papers cost printer to use an L. L. Brown bond paper. 
FREE! . . . This newest L. L. Brown booklet (reading time about 8 minutes) 


shows you how to get superior records, more impressive stationery at mi- 
croscopic ...if any... extra cost. Write today — please ask for booklet B. 


& 


| aa 
| L+L: BROWN Siri 


Adams, Massachusetts 
Papers for Dependable Records, Impressive Correspondence 
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E. a £. service can give im- 


portant aid to utilities contem- 
plating new equipment purchases 
for either replacement or neces- 
sary expansion. 


All of our extensive facilities 
are at your command... plus an 
experienced, specially trained 
staff to help you meet nearly all 
the testing problems which con- 
front the modern utility. 


We supplement your own re- 
search department. We check 
performance and quality of new 
equipment against your own 
specifications before installation 
... help you save needless waste 
and expense ... and you avoid 
heavy investment in special test- 
ing equipment. 


Know by Test! 





ELECTRICAL 
TESTING 
LABORATORIES 


79th Street 
New York, N. Y. 





25,000 C.P. 
2,500 Ft. Beam 
12 A.H.—4 Volt & 
Weight 6 Ibs. 
1,000 Hours 
Battery Life 


Wheat Spotlight 


A “MUST” on the 
National Defense 
Program:- 


Complete Protection of 


Public Utility Plants 


In carrying out this important 
task and for all emergencies 
and routine work specify 


WHEAT 


Rechargeable Spotlight 
for watchmen, maintenance and 
repair crews. Carried by hand 
or shoulder strap. Flood light 
reflector available. Write for 
folder and prices. 


KOEHLER MANUFACTURING CO. 


Marlboro, Mass. 
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CRESCENT 


SERVICE ENTRANCE CABLE 


Millions of feet of CRESCENT Service Entrance Cable now in satisfactory 
service is factual evidence of its high quality. Its tamperproof construc- 
tion discourages attempts at current diversion and its flame retarding, 
moisture resistant covering assures maximum durability under all weather 
conditions. Light in weight, it eliminates the need for rigid conduit and 
is made in a complete line to cover all requirements of any installation. 


CRESCENT INSULATED WIRE and CABLE CO. 


CRESCENT 


WIRE and CABLE 


‘Factory: TRENTON, N. J.— Stocks in Principal Cities 





All Mace of Building Wire and all kinds of Special Cables to meet A.S.T.M., A.R.A., 1.P.C.E.A., 


M.A., and all Railroad, Government and Utility Companies’ Specifications. 





CONTROL CABLE 
DROP CABLE 
LEAD COVERED 
CABLE 
MAGNET WIRE 
PARKWAY CABLE 
RUBBER COVERED 
POWER CABLE 
SERVICE ENTRANCE 
CABLE 
SIGNAL CABLE 
VARNISHED 
CAMBRIC 
CABLE 
WEATHERPROOF 
WIRE 
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NORDSTROM 


Merchrome Coated 


pe VALVES 


Pare. 


) 


| 
| 


i — 


—for extreme conditions of corrosion, erosion and temperature. 
Withstand temperatures to 1000° F. Non-galling. Low friction. 
Ask for Bulletin. 


MERCO NORDSTROM VALVE CO. 


CA Subsidiary of PITTSBURGH EQUITABLE METER CO. 


WORLD'S LARGEST MANUFACTURERS OF LUBRICATED PLUG VALVES; GASOLINE, OIL & GREASE METERS 
Sabine Main Offices: 400 Lexington Ave., PITTSBURGH, PENNA. 


New York City, Buffalo, Philadelphia, Columbia, Memphis, Chicago, Kansas City, Des Moines, Tulsa, Houston, Los Angeles, Oakland. 
Canadian Licensees: Peacock Bros., Ltd., Montreal. European Licensees: Audley Engineering Co., Ltd., Newport, Shropshire, England. 


y Nordstrom Plug Valves * Nordstrom Air, Curb and Meter Cocks * Nordstrom Valve Lubricants * 
* EMCO Gas Meters * EMCO-McGaughy Integrators * EMCO Regulators * Pittsburgh Meters for 
® Gasoline, Grease, Oil, Water and other Liquids * Raybould Couplings ¢ Stupakoff Bottom Hole Gauges 
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THIS ENGINE CAN GROW 


lies time goes on, this com- 
mercial engine can grow not 
only more powerful, but more eco- 
nomical, too. 

For it isa modern, high compres- 
sion gasoline engine—designed to 
take full advantage of the high 
anti-knock quality (octane num- 
ber) of today’s regular gasoline. 
But more than that, it can readily 
be adjusted to take advantage of 
further improvements in gasoline 
anti-knock quality. 

The chart at the right shows how 
rapidly petroleum refiners have 
been raising anti-knock levels. 
There is every reason to believe 
that this trend will continue. Many 
engines require relatively minor 
adjustments or changes to keep 
pace with this progress, and there- 


fore can give more power and mile- 
age, grow more efficient, as gaso- 
line is improved. 

Fleet operators have a real op- 
portunity to improve present oper- 
ating efficiency and to pave the 
way for even further gains by mak- 
ing sure that new equipment can 
easily be adjusted to benefit from 
increases in gasoline anti-knock 
value. In fact, many operators find 
they are able to reduce costs today 
because a few years ago 
they had the foresight 
to buy their equipment 
with possible fuel im- 
provements in mind. 

Because Ethyl re- 
search and service engi- 
neers work closely with 
the automotive and pe- 


Wide-awake operators are actu- 
ally making their engines “grow” 
in power and economy — by ad- 
justing or modifying them to take 
advantage of bettergasoline.Chart 
at right shows the steady rise in 
the anti-knock quality (octane 
number) of regular gasoline. 


troleum industries in the develop- 
ment of fuels and engines, they are 
in an excellent position to cooper- 
ate with fleet operators in convert- 
ing new improvements in gasoline 
into lower ton-mile or passenger- 
mile costs. 

For information as to how they 
can assist you to keep abreast of 
progress in transportation, write 
to Fleet Division, Ethyl Gasoline 
Corp., Chrysler Bldg., N. Y. C. 


TREND IN ANTIKNOCK VALUE OF 


THE 


GASOLINES SOLD IN 





Better and more economical transportation through 


ETHYL RESEARCH and SERVICE 
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The careful investor judges a 
security by the history of its — 
performance, _ bo 


in three-quarters of a century of continuous 
production, has established a record of per- . 
formance that is unequalled in the history 
of insulated wires and cables. 


Kerite is a seasoned security. 
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FIRST PRIZE 
AWARD; 


33RD TIME! 


{AIOYEAR SAFETY RECORD ON VEPCO 


The Utility business is by its very 


With a record of 1.5 accidents per 
nillion manhours worked, employes 
of the Virginia Electric and Power 
Company have again been awarded first 
placee—for the third time in succession 
—in the nationwide competition spon- 


sored by the National Safety Council. 


This record is not the result of any 
high-pressure Safety Campaign con- 
ducted within the organization, but the 
product of a united effort on the part 
of all employes who have made up their 
minds to work safely and to study and 
apply recognized Safety methods and 
practices in their daily work. 


nature a hazardous one, requiring un- 
usual care on the part of both men and 
foreman, and although employes of 
Vepco have made commendable prog- 
ress in reducing their accident fre- 
quency over the past decade, they real- 
ize that there still is much room for 
improvement. 

They have, accordingly, set for them- 
selves during the year 1941 the goal of 
not only holding first place, but of 
bettering their last year’s score of 1.3 


accidents per million-hours worked. 


VIRGINIA ELECTRIC & POWER COMPANY 
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Annual Convention 
EDISON ELECTRIC INSTITUTE 
BUFFALO, NEW YORK 


June 2, 3, 4 and 5, 1941 


TO THE ELECTRIC UTILITY 
INDUSTRY AND ITS FRIENDS: 


If our convention program this year sounds a more 
urgent note than usual, it is because urgency is the 
temper of the nation. Production for defense demands 
power. The electric utilities will continue to supply 
power—wherever, whenever and in whatever quanti- 
ties it is needed. Our thousands of trained and loyal 
men and women, no less than our growing generating 
plants and distribution systems, are pledged whole- 
heartedly to this duty. 


Thus the central purpose of our annual meeting is 
the same as always: to consult together on how we may 
better serve America. In the spirit of service we once 


more welcome each of you. 


Cuar.Les W. KELLOGG 


President, Edison Electric Institute 
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Customer Usage Data 
© At Lower Cost ein Less Time 
eWith Greater Accuracy 





THE ONE-STEP METHOD 





“OF BILL ANALYSIS 


R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw.-hr. step is made by the electrically controlled accumulating registers. 














@ A continuance of frequent rate changes—the necessity of checking load-building 
activities—the pressing need for current data on customer usage—are but a few of 
the reasons many Companies are using R & S ONE-STEP METHOD fo analyze and 
compile information required for scientific rate making. They have not only reduced 
the costs on this work to an average of one-fifth of a cent per item, but have obtained 
monthly or annual bill-frequency tables in a few days instead of weeks and months. 





@ Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
booklet which describes briefly how these savings are accomplished. 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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A GREAT MOVEMENT 
Abi forward IN YOUR INTEREST 


.. Initiated by Robertshaw, 


_ carried on eagerly by America’s most influential kitchen group! 
a big step forward 
in Robertshaw has pioneered again, created a complete Educational 


HEAT CONTROL! Service which enables home economics teachers, home demon- 


Complete controlof —_—stration agents and home service directors to portray graphically 
both fuel and temper- : f , , 
atureinonedial!One the importance of measured heat in cooking. 


Motion turns the gas Already, right at the start, over 7000 home economists have 
or electricity on, dials : : . : 
Se esived heat: One swung into action—and more are enrolling every day. Their knowl- 


motion turns the oven edge and enthusiasm will inspire homemakers everywhere, will 
fuel supply off, re- 


turns setting to zero. 
Provided only by ranges—Robertshaw-equipped. 


Robertshaw 
ROBERTSHAW THERMOSTAT COMPANY, Youngwood, Pa, 


give a great stimulus to the ever-increasing demand for better 
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BEHIND THAT NAME STANDS 
A BATTERY WITH WORLD-WIDE ACCEPTANCE 


I. the world of industry, just as in the realm of 
science, art, or medicine, there are names that stand 


out—names that are synonymous with achievement, 
leadership, success. 


Preeminent in the storage battery industry, and 
therefore worthy of the respect accorded it by en- 
gineers and users everywhere, is the Exide Battery. 
For over fifty years the pioneer in the storage battery 
field, the history of Exide is, in effect, a history of the 
storage battery industry. 


That is why Exides are so confidently chosen, so 
widely used—by telephone, power, and transit com- 
panies, as well as thousands of private industrial or- 
ganizations. 


Put your faith in Exides—the batteries with world- 
wide acceptance. 


THE ELECTRIC STORAGE BATTERY COMPANY 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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trucks to be very dependable 

G E G. D. FAIRTRAC; 

D | D Good trucks! Good management! Good resuly 
For the city of Tyler, Texas, Dodge Job-Rate; 

trucks have produced money-saving results ,_ 

results for taxpayers! 


and you, too, will save TL cost, we have found Dod 
City Manager, Tyler, Tex 











/ Operating Depre- 
E RIGHT TRUCK FOR EVERY JOB. rete se, 





8— 13-ton 0167 0115 0282 
19—114-ton 


and 2-ton 0224 0189 .0413 

*Includes gas, oil, grease, 
supplies, 
That’s economy worth looking at on any 
hauling job. And you, too, can have such econ. 
omy with a truck that fits your job ... a Dodge 
Job-Rated truck. 


See your Dodge dealer for a better truck and a 


better “deal” . . . with easy budget terms and 
liberal trade allowance. 


DODG= 


antifreeze, tires, repairs and 


DIVISION, CHRYSLER CORPORATION, DETROIT, MICHIGAN 


BECAUSE OF 
CHRYSLER 
CORPORATION 


ENGINEERING 3 & | 


: Biv YOUR WEXT 
meek THE F-2B WAY f , 
Same wn po 
= ee es a - a EP END ‘ ' RU CK 
“Zeon ar Bren cooK ar feo ‘kaled 
V4 —, Low Priced sence aaa 17 
Truck iy was — 














our 
A TRUCK THAT FITS you 
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HELPING LONG ISLAND GROW 


A lot of sand has passed through the hour glass of time since 
the Long Island Lighting Company began its operations 
thirty years ago. During this period an important factor in 
the growth of Long Island has been cheaper electricity. 
Over the past decade alone our customers have saved mil- 
lions of dollars through rate reductions while plant facilities 
have been enlarged and improved, and distribution systems 
extended to keep pace with Long Island’s growth. 


Today, more than ever, Long Island continues its phenom- 
enal growth . . . thousands of new homes are being built, 
new shopping areas are springing up amid these develop- 
ments, and its defense industries are expanding and work- 
ing overtime to supply our army and navy with wings. 


At this time the Long Island Lighting Company renews its 
pledge to render at all times economical, adequate and re- 
liable public utility service. 


LONG ISLAND LIGHTING COMPANY 
and Subsidiaries 


Queens Borough Gas & Electric Company Kings County Lighting Company 
Nassau & Suffolk Lighting Company Long Beach Gas Company, Inc. 

















4 tine plant fae’ tine motors 


ELLIOT! 
MOTOR 


serve many important S 
driving such important auxiliaries aS the 
poiler-feed. condenser, circulating and 
ash sluice pumps - - forced and induced 
draft fans - . pulverizer mills, arid 
exhausters. They are specifically de- 
signed and built to meet the character- 
istics of the service they render. You 
will find them in plants whose manage- 
ment takes pride in an unblemished 


record of plant performance. 


Detailed reasons for their preference are 
given in the Motor Bulletin—on request. 


ELLIOTT COMPANY 


Electric Power Dept. 
RIDGWAY. PA. 


District Offices in Principal Cities 
L 


SLLIOTT fui fine motors 























Citilities Almanack 











v JUNE ry 






































5 T* { Edison Electric Institute concludes annual convention, Buffalo, N. Y., 1941. 

{ Canadian Transit Association starts meeting, Montebello, P.Q., Can., 1941. 
6 F be a ee Telephone Association will hold meeting, Santa Monica, Cal., 
rf Ss ea Association will hold annual convention, Toronto, Ont., Can., 
8 S et a for Testing Materials will hold annual meeting, Chicago, Ill., June 
a M 1 Coast Gas Association starts Northwest conference, Portland, Or., 
10 T* q National District Heating Association starts convention, Pittsburgh, Pa., 1941. 












ll 









{American Transit Association, Bus Division, starts Midwest regional conference, St. 
Louis, Mo., 1941. 





4 Midwest Transit Association begins session, S. Louis, Mo., 1941. 





1 :~ ete Independent Telephone Association begins convention, Wenatchee, Wash., 





Teves Gas Association will hold meeting, Mackinac Island, Mich., June 30—July 2, 





q Canadian Electrical Association will hold annual meeting, Seigniory Club, P. Q., Can., 
June 25-27, 1941. 








¢ American Society of Elec. Engineers starts meeting, Toronto, Ont., Can., 1941. 
{ Oregon Independent Telephone Association starts meeting, Redmond, Or., 1941. e 








q Mid-West Gas School and Conference will convene, Ames, Iowa, Sept. 8-10, 1941. 














q Pacific Coast Gas Association will hold annual convention, Del Monte, Cal., Sept. 
10-12, 1941. 
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Philip D. Gendreau 


“Horsepower” 
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Progress in Service Company 
Regulation 


A frank discussion of progress being made in the 
administration of the Holding Company Act 


By EDWARD C. EICHER 
CHAIRMAN, SECURITIES AND EXCHANGE 
COMMISSION 


HE work of the Securities and 
TV eaee Commission under 

the Public Utility Holding Com- 
pany Act in protecting investors and 
consumers from unwise security issues 
and in promoting the integration and 
simplification of holding company sys- 
tems has received considerable atten- 
tion and comment. Far less well known 
is the everyday job which Congress 
entrusted to the commission of regu- 
lating the performance of service, 
sales, and construction contracts ren- 
dered by holding company system serv- 
ice companies to their associate com- 
panies. 


707 


This seems somewhat strange when 
it is recalled that one of the most im- 
portant reasons for the enactment of 
the Public Utility Holding Company 
Act by Congress in 1935 was the dis- 
closure in the Federal Trade Commis- 
sion investigations of conscience- 
shocking service profits made by hold- 
ing companies at the expense of inves- 
tors and consumers. 


— Securities and Exchange Com- 
mission’s work in the service com- 
pany field has attracted less attention, 
perhaps, because of necessity it has been 
largely of a plodding nature requiring 
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careful case studies of each system 
service company, and leading to the 
adoption of principles and standards 
for the proper conduct of service oper- 
ations only after a meticulous weighing 
of the effects of the particular practices 
upon investors and consumers. 

The public utility industry is unique 
among industries in that no other in- 
dustry—with the possible exception of 
the railroads—has experienced a de- 
velopment comparable to the holding 
company as an instrument of control 
over the bulk of its properties and as- 
sets. Concurrently with the develop- 
ment of this phenomenon, the public 
utility industry has experienced, again 
uniquely, the growth of system service 
companies, organized and dominated 
by the holding company, which pur- 
ported to supply almost every man- 
agerial, supervisory, accounting, engi- 
neering, and other needs of operating 
properties. The pervasive scope of these 
services enabled holding company offi- 
cials to reduce many local operating 
managements to the role of rubber- 
stamping the decisions made by these 
distant executives and to awaiting 
timidly their verdict upon matters 
which local management had _ hereto- 
fore handled alone. 


a such service companies 
were by-products of the holding 
company system of control and, unfor- 
tunately, were accompanied by many 
of the excesses and abuses which 
marked the career of many holding 


companies. Indeed, it is through the 
utility service companies, as we know, 
that too frequently the holding com- 
pany abuses were perpetrated upon the 
investor and consumer. 

Servicing functions in other indus- 
JUNE 5, 1941 


tries have been on a much more mod- 
est scale, apparently unattended — ex- 
cept among some investment trusts— 
by many of the evils which were char- 
acteristic of utility system service 
companies. We see such organizations 
as the various trade associations, which 
supply statistical and research services 
for members; organizations such as 
producers’ and distributors’ codpera- 
tives, which supply mutual buying, ad- 
vertising, and sale development serv- 
ices for members; and similar joint ef- 
forts. And, as in the public utility in- 
dustry, independent outside firms are 
in the business of providing engineer- 
ing and other services for a profit. 
These organizations supply real needs 
and could not exist unless the users of 
their services were convinced that it 
was economical and beneficial to em- 
ploy them. 


i essential differentiating char- 
acteristic between such servicing 
and the type of servicing prevailing in 
the public utility industry is that such 
services in the nonutility field are usu- 
ally contracted for at arm’s length, 
with the buyer constantly appraising 
the costs of the services to him, as con- 
trasted with what his own efforts 
might produce or with the costs of com- 
peting independent service companies. 
In holding company system service 
companies, the automatic regulation by 
competition, which may be trusted to 
minimize overreaching or to prevent its 
recurrence, is absent. The holding com- 
pany sits on both sides of the table, dic- 
tating the service the operating com- 
pany is to have and the price it is to 
pay. Rare indeed is the controlled sub- 
sidiary president who has sufficient 
fortitude and financial independence to 
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object to unwanted or unnecessary 
services or unreasonable charges. In 
the absence of regulation, such service 
companies are unrestrained monop- 
olies, and, like all monopolies, charge 
all the traffic will groaningly bear and 
more, too. 

Basically, the service company prob- 
lem is one of the most important as- 
pects of the holding company prob- 
lem and to a certain extent is the hold- 
ing company problem. The latter is 
particularly true where, as in so many 
cases, the holding company has trans- 
ferred practically all of its personnel 
and functions to the service company 
and exists only as a corporate shell 
through which domination is asserted 
over the system. 


CTUAL control over the daily pub- 
lic utility operations and, para- 
doxically, frequently over the holding 
company itself, is, however, exercised 
through the service company organi- 
zation and personnel. Appreciation of 
this fact is, I think, essential for a 
proper understanding of the present- 
day function of service companies and 
for an evaluation of the types of serv- 
ices which may be properly charged 
under the act to operating companies. 


Of this, I want to say more later. 

First, let us note how far we have 
traveled from the practices of pre-act 
days. Starting with rather simple be- 
ginnings in the early years of this cen- 
tury, service companies began to en- 
large the scope and nature of their 
services and multiply their fees on a 
vast scale in the 1920’s and early 
1930’s. Servicing functions became 
greatly elaborated and reached out to 
grasp every phase of local utility op- 
erations. Independent servicing by 
nonaffiliated companies dwindled until 
it almost disappeared ; by and large, it 
survived only in territory that was not 
yet embraced within the holding com- 
pany sphere. Fees swelled correspond- 
ingly and inflated operating costs and 
holding company profits substantially. 
It may be well to recall some of the 
details of this exploitation of investors 
and consumers since, as consumers, to 
the extent such fees were capitalized 
and made part of the rate base, we will 
not be through paying for them for 
many years to come. 


N one instance, service fees totaling 
$14,000,000 in 1930 (or 26 per 
cent of the total income of the system) 
had been reduced to approximately $2,- 


e 


in that no other industry—with the possible exception of 


g “THE public utility industry ts unique among industries 


the railroads—has experienced a development comparable 
to the holding company as an instrument of control over the 
bulk of its properties and assets. Concurrently with the de- 
velopment of this phenomenon, the public utility industry 
has experienced, again uniquely, the growth of system 
service companies, organized and dominated by the holding 
company, which purported to supply almost every mana- 
gerial, supervisory, accounting, engineering, and other 
needs of operating properties.” 
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822,000 in 1939 and even these were 
subject to further question by the com- 
mission’ and are being further reduced. 

In the case of another system, oper- 
ating companies had paid amounts ag- 
gregating over $13,000,000 during a 
5-year period ending 1930; by 1939 
such fees had been reduced to approxi- 
mately $1,140,000 and are now being 
studied in a pending case with further 
reductions in mind.” 


HE career of H. C. Hopson, who 

controlled the $1,000,000,000 As- 
sociated Gas and Electric Company 
system until it went into bankruptcy 
about a year ago, provided a logical 
climax to service company siphoning 
of operating company assets and in- 
come. Hopson was recently found 
guilty by a Federal court jury for de- 
frauding consumers and _ security 
holders of the Associated Gas and 
Electric Company system out of more 
than $20,000,000. 

The Federal Power Commission, 
which with the codperation of the 
Pennsylvania Public Utility Commis- 
sion, made an investigation of Asso- 
ciated’s servicing activities, concluded 
that it was difficult to estimate, even 
on the basis of its extensive investiga- 
tions, the total extent to which the As- 
sociated system’s operating companies 
were plundered. The Federal Power 
Commission referred, however, to a 
study made by Hopson’s own brother- 
in-law which showed that it would be 
possible to reduce the expenses of the 
Associated system by $16,000,000 per 
year. 


1 See the commission’s opinion, Ebasco Serv- 
ices Inc. 7 SEC 1056 (1940). 

2 Columbia Engineering Corp., Columbia Gas 
& Electric Corp. (File 37-22). 


Total annual charges to the Asso- 
ciated Gas and Electric companies 
are now approximately $1,363,000 
as compared with the enormous booty 
which was previously extracted from 
operating companies.* In the case of 
one operating company alone, New 
York State Electric & Gas Corpora- 
tion, the savings in operating expenses 
are estimated by the New York Public 
Service Commission to be more than 
$1,300,000 annually. 

Comparable savings are _ being 
achieved today in the case of all other 
holding company systems which had 
extensive service company operations 
prior to the act. These are concrete 
benefits, measurable in dollars and 
cents, which are principally attributable 
to the Holding Company Act, other 
recent Federal and state legislation, 
and the activities of Federal and state 
commissions. 


it is a fallacy to assume, as some do, 
that only consumers are injured by 
such practices. Bondholders and pre- 
ferred stockholders of the operating 
company obviously suffer a dilution of 
their earnings coverage, since service 
fees, as operating expenses, are paid 
to the holding company prior to pay- 
ment of interest and dividends. Minor- 
ity common stockholders are even 
more directly injured since income, 
which might otherwise be paid as divi- 
dends to all stockholders, is sent up to 
the holding company under the mas- 
querade of “operating expenses.” 
Holding company security holders, 
though temporarily benefited by the 


8 These fees have also been challenged as ex- 
cessive by commission counsel in a pending 
case. See Atlantic Utility Service Corp. (File 

}. ; 
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SEC Regulation of Service Functions 


a is the duty of the SEC under our statute, as I interpret 

it, to require that servicing functions be limited to those 

services which operating companies cannot perform for them- 

selves as economically as can be done by a codperative servicing 
company for its members.” 





receipt of unwarranted servicing prof- 
its, were in the past, as it turned out, 
injured above all, since securities were 
sold to them upon the basis of a hold- 
ing company income artificially blown 
up by exorbitant servicing profits. 
When an aroused public opinion 
stepped in to stop the ‘“‘milking”’ of op- 
erating properties, the remaining in- 
come available to the holding company, 
more honestly earned, was frequently 
insufficient to meet interest and divi- 
dend requirements on its outstanding 
securities. Bankruptcy, or the accumu- 
lation of huge unpaid dividend arrears 
on preferred stock, or the cessation of 
common dividends, as the case may 
he, all too frequently became inevitable. 


To abuses, whose persistence 
Over many years proved that they 
were beyond the power of any single 
state to tackle adequately, required uni- 
form treatment and regulation by a 
centralized agency, supplied with ade- 
quate statutory authority and staffed 
with trained personnel. This was made 
possible by Congress in the enactment 
of the Holding Company Act. 
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Sections 13 and 15 of the act, to- 
gether with the commission’s rules 
promulgated pursuant thereto, have es- 
tablished certain basic standards of 
conduct which, while altering drasti- 
cally the indefensible prevailing habits 
of the industry, are now, I believe, ac- 
cepted as desirable by the industry it- 
self. 

First of all, § 13(b) of the act re- 
quires that services must be rendered 
“, . economically and efficiently for 
the benefit of . . . associate companies 
at cost, fairly and equitably allocated 
among such companies.” The act thus 
is designed to outlaw service company 
profits which have taken so many un- 
warranted millions from consumers 
and which provided the basis for mis- 
leading investors as to the true legiti- 
mate earning power of the holding 
company. The savings which consum- 
ers and investors realize from this pro- 
vision alone run into many millions of 
dollars each year. 


Sr the act has resulted in 
the formulation of a Uniform 
System of Accounts for service com- 
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panies with which all service companies 
are required to comply. These uniform 
accounts, prepared with the active co- 
Operation of a committee of account- 
ing officers of the industry and the 
American Institute of Accountants, 
have, for the first time, opened up the 
books of service companies for inspec- 
tion and analysis. State commissions 
and the SEC are thus enabled to follow 
closely the expenses of these companies 
and their charges to associate operat- 
ing companies. This is epochal in the 
history of public utility regulation. In 
addition, the requirement of adhering 
to a Uniform System of Accounts in 
a field where quite diverse and some- 
times bizarre accounting practices pre- 
vailed and the requirement of depart- 
mental breakdowns of salaries and ex- 
penses facilitate analysis and permit a 
ready comparison with the results ob- 
’ tained by other service companies. No 
holding company system will feel com- 
fortable if its charges and expenses are 
noticeably out of line with those of its 
contemporaries. 

Thirdly, the allocation of costs of 
servicing among associate operating 
companies is now on a much fairer and 
more equitable basis than the old ar- 
rangement prevailing prior to the act. 
Service companies must now make di- 
rect charges to a specific company for 
specific transactions in so far as prac- 
ticable, as compared with the old prac- 
tice of making arbitrary charges on a 
basis of percentage of gross earnings 
or assets. This requirement, in pinning 
charges down to specific services, en- 
ables state authorities and the SEC to 
question, if circumstances warrant, the 
necessity for services rendered or the 
reasonableness or appropriateness of 
the charges made for such services. 


robe § 13(a) of the act estab- 
lished the principle that holding 
companies, as distinguished from sub- 
sidiary or mutual service companies, 
may not render any services to oper- 
ating subsidiaries for a charge, except 
under certain restricted situations. 
This prohibition was placed in the act 
to avoid the almost impossible task of 
attempting to determine fair and 
equitable allocation where holding 
company functions and activities were 
blended with service company activi- 
ties. This is a significant contribution 
to the solution of the service company 
problem, and it has played an impor- 
tant part in the commission’s admin- 
istration of the service company sec- 
tions of the act. 

In one important respect, the Uni- 
form System of Accounts and our 
other requirements relating to records 
to be kept by service companies have 
been disappointing. As I have indi- 
cated, one of the basic reforms accom- 
plished by § 13 and the rules thereun- 
der is the requirement that services 
must be charged to specific companies 
for specific transactions in so far as it is 
practical. In our study of the accounts 
of service companies, we have found 
that the underlying records of most 
service companies — records such as 
daily time-charge sheets of its person- 
nel and monthly billings to operating 
companies—do not note at all or note 
only fragmentarily the nature of the 
work for which the operating company 
is being charged. Where these records 
are inadequate, operating companies 
are unable to check (if they are so in- 
clined) upon the work purportedly 
done for them, and state and Federal 
regulatory authorities have consider- 
able difficulty in performing their 
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statutory task of determining the rea- 
sonableness of the charge made to op- 
erating subsidiaries. This situation ob- 
viously requires correction. In fairness, 
I should say that we have usually 
found a willingness to make needed im- 
provements in underlying records 
when we have called the defects to the 
attention of management. 


ye: service company field is one in 
which state commissions and the 
SEC have a mutual problem, and in 
which codperative efforts are particu- 
larly fruitful. Recently, the Vermont 
Public Service Commission requested 
the SEC to investigate the servicing 
arrangements between the New Eng- 
land Power Service Company, a sub- 
sidiary service company of the New 
England Power Association system, 
and its associate operating companies, 
Bellows Falls Hydro-Electric Corpora- 
tion and Green Mountain Power Cor- 
poration. A hearing was held at Mont- 
pelier, Vermont, at which representa- 
tives of the Vermont commission were 
present and participated, as well as 
Robert E. Healy, a member of this 
commission. The Vermont commission 
called upon us to conduct this public 
investigation because of its difficulties 
in dealing with a service company or- 
ganized beyond the boundaries of that 
state. This joint Federal-state investi- 
gation of service activities promises to 
be productive of substantial results in 
reducing servicing costs, and it is our 


hope that, wherever the situation war- 
rants it, similar joint Federal-state ef- 
forts will be employed. 


a companies are not a simple 
institution. They have served and 
now serve a number of purposes. 
Broadly speaking, aside from the now 
prohibited purpose of servicing at a 
profit (which was one of the main rea- 
sons for the creation of service com- 
panies), four functions are discerni- 


ble: 


(1) Providing services to operating 
companies of a genuine nature which 
the operating companies cannot do as 
well alone and which are not motivated 
primarily for the benefit of the holding 
companies ; 

(2) Providing an instrument of con- 
trol whereby the holding company 
supervises in its own interest the daily 
operations of operating companies ; 

(3) Providing a medium whereby 
the cost of protecting the holding com- 
pany’s investment in its operating com- 
panies and of carrying on the business 
it is in, 1.¢., controlling operating com- 
panies, is sloughed off by servicing 
charges to operating companies ; and 

(4) Facilitating the payment of 
large salaries to holding company offi- 
cials since, through the medium of the 
service company, the bulk of such sala- 
ries may be charged to operating com- 
panies. 


i ipo major unsolved problems of 
regulation of service companies 
center around these functions. It is the 
duty of the SEC under our statute, as 


7 


“CERTAINLY, the practice prevailing in many corporations 
—nonutility as well as utility—of filling the board of direc- 
tors with subordinate employees, or indifferent or incom- 
petent outsiders, is a serious defect in American corporate 
practice and requires construction action...” 


713 


JUNE 5, 1941 





PUBLIC UTILITIES FORTNIGHTLY 


I interpret it, to require that servicing 
functions be limited to those services 
which operating companies cannot per- 
form for themselves as economically as 
can be done by a cooperative servicing 
company for its members. Operating 
companies should not be forced to pay 
for services which are designed 
primarily in the interest of the holding 
company or to enable the holding com- 
pany to exercise its control over its 
subsidiaries. A holding company, as 
distinguished from an _ investment 
trust, is in the business of active super- 
vision and control over its subsidiaries. 
In all fairness, it should pay its own 
costs of doing business and should not 
expect its operating subsidiaries to 
give it a free ride. If it does its job of 
control well, it will receive ample re- 
wards in the form of a fair and unin- 
terrupted return on its investments. 
All of this appears to me to be nothing 
but a reaffirmance of old-fashioned 
honesty. 

Some of the problems which I have 
outlined above have been considered by 
the commission in a number of de- 
cided cases and are involved in other 
cases now pending before the commis- 
sion. In the first of such cases, Ebasco 
Services Inc. (7 SEC 1056, (1940) ), 
involving the system service company 
of Electric Bond and Share Company, 
the commission was presented with the 
problem whether a substantial por- 
tion of the salaries of officers of the 
holding company could be justifiably 
paid, through the medium of the 
service company, by operating com- 
panies. 


it appears that when Ebasco was or- 
ganized as a service company in 
1935, six directors and principal ex- 
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ecutives of Bond and Share were 
placed in identical positions in the sery- 
ice company, without altering their 
status in the holding company. Their 
duties and compensation remained sub- 
stantially the same as before Ebasco’s 
organization, although their compen- 
sation was now divided between the 
holding company and Ebasco, which in 
turn charged the operating companies. 


' I ‘HE commission, faced with the 

task of determining whether the 
allocation of the salaries of the princi- 
pal officials of Bond and Share between 
the holding company on one hand and 
Ebasco and the operating companies on 
the other complied with the statutory 
requirements of “fair and equitable 
allocation,” found that the functions 
of these executives as officers of 
Ebasco were commingled with their 
functions as officers of Bond and Share 
and that it was an “almost impossible 
and wasteful task’”’ to ascertain what 
segments of the services of each of the 
common officers were for Ebasco and 
hence properly included in the cost to 
servicing companies, and what part 
was for Bond and Share and therefore 
chargeable only to it. The commission 
said in part: 

Each of the officers in question occupies 
at least two positions: He is an officer of 
Bond and Share and an officer of Ebasco. 
Where his duties as an officer of Ebasco, in 
a particular transaction, begin, and his duties 
as an officer of Bond and Share end, cannot 
be determined. That difficulty is inherent in 
the situation. Bond and Share, as the parent 
of each of the companies serviced by Ebasco, 
has an abiding interest in matters pertaining 
to those companies. In every transaction by 
Ebasco in which Bond and Share is some- 
how interested, the officers will be acting in 
dual capacities—as officers of Bond and 
Share and as officers of Ebasco. It is unreal 
to assume that the value of their services to 


each company can be determined with any 
degree of accuracy. The same is equally true 


714 





were 
€ sery- 
~ their 
Their 
d sub- 
’ASCO’s 
mpen- 
on the 
lich in 
anies, 


h the 
er the 
rinci- 
tween 
d and 
ies on 
utory 
itable 
ctions 
‘sof 
their 
Share 
ssible 
what 
»f the 
» and 
st to 
part 
efore 
ssion 


cupies 
er of 
basco, 
co, in 
duties 
annot 
ent in 
arent 
Vasco, 
lining 
on by 
;ome- 


PROGRESS IN SERVICE COMPANY REGULATION 





Holding Company Cooperation 


“TS cases recently decided and presently pending before 

the commission present many of the present-day objec- 

tives of regulation of service companies. I think it can be said 

that the prospects for achieving such objectives are reasonably 

bright, particularly in view of the codperative attitude which 
has been shown by some holding company systems.” 





of the services of any employee whose work 

entails a commingling of holding company 

and service company functions. 

The commission thus held that it 
could not sanction the payment of sal- 
aries of the holding company officials 
by service companies, which in turn 
passed such salaries on to operating 
companies. The requirement of “fair 
and equitable allocation” under § 
13(b) could not be met, it was held, 
where holding company costs of doing 
business and servicing costs were so 
inextricably blended. 


N order to apply the principles of the 

Ebasco decision to other service 
companies, the commission directed its 
public utilities division to examine the 
various service companies subject to 
its jurisdiction in the light of the 
Ebasco decision. Pursuant to this di- 
rection, the public utilities division 
called the attention of other holding 
company systems to the commission’s 
decision and requested them to advise 


the commission what steps, if any, they 
were required to take to comply with 
the commission’s decision. A number 
of holding company systems, after co- 
Operative round-table conferences, 
agreed to make certain changes in their 
service company operations required 
by the Ebasco opinion. In the case of 
some other holding company systems, 
discussions did not produce adjust- 
ments required by the act and proceed- 
ings were instituted. These companies 
apparently feel that their cases are sub- 
stantially different from the facts in- 
volved in the cases that have already 
been decided. 

The United Light & Power Serv- 
ice Company, the service company in 
the United Light and Power Company 
system, was among the service com- 
panies which voluntarily adjusted their 
practices to conform to the Ebasco de- 
cision. In considering its amended 
practices, the commission further 
elaborated its convictions that the sal- 
aries of officials of the holding com- 
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pany should be paid by the holding 
company alone and that no part of the 
salaries should be assessed, directly or 
through the medium of a service com- 
pany, to operating companies. The 
United Light & Power Service Com- 
pany had on its payroll practically all 
the officers of the United Light and 
Power Company and other system 
holding companies. These salaries, 
paid in the first instance by the service 
company, were then recharged to the 
various operating and holding com- 
panies on the basis of time allocation. 


ie form, this was slightly different 
from the Ebasco Case, where the 
holding company officials were paid 
partially by the holding company and 
partially by the operating companies 
(through the service company). The 
commission, however, found that the 
substance was the same in both cases— 
officers, directors, and employees of the 
holding company, who owed their 
primary loyalty to that company, were 
rendering services for a charge to op- 
erating companies. 

The commission’s decision also in- 
dicated its conclusion that § 13(a), as 
well as § 13(b), may be violated by 
this practice. Section 13(a), it will be 
recalled, prohibits a holding company 
from rendering services for a charge 
to operating companies. A holding 
company, being an artificial entity, can, 
of course, perform services only 
through its officials and its other per- 
sonnel. To make sense, therefore, the 
statutory prohibition against the per- 
formances of services for a charge by 
a holding company must also include 


4The United Light & Power Service Co., 
Holding Company Act Release No. 2608 


(1941). 
JUNE 5, 1941 


prohibition of the performance of 
services for a charge by holding com- 
pany officials and their staffs. 

In these two cases, and in a third, 
Middle West Service Company, The 
Middle West Corporation,® the com- 
mission, using the case method and ap- 
praising each specific situation care- 
fully, has taken the position that op- 
erating companies should not be asked 
to pay the cost of the control activi- 
ties of the holding company. By a proc- 
ess of marking out the areas of serv- 
ice activities which are primarily in the 
interest of the holding company, 1. e., 
activities designed to protect its invest- 
ments and which enable it to control its 
subsidiaries, the commission has ap- 
proached what I consider to be its 
proper statutory obligation ; namely, to 
permit operating companies to be 
charged only for such services which 
the operating companies cannot do so 
well alone and which the operating 
company might profitably purchase in 
the absence of any holding company 
connection. 


MORE recent case, now pending 
before the commission for de- 
cision, has posed the issue of the prop- 
er scope of service activities more di- 
rectly. In Atlantic Utility Service 
Corporation (File No. 37-28), the mu- 
tual service company in the now re- 
formed Associated Gas and Electric 
Company system, counsel for the 
public utilities division has urged the 
commission to limit service company 
functions to those services in which the 
operating company would engage if it 
were in no wise connected with the 


5 Holding Company Act Release No. 2696 
(1941). 
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holding company system. Counsel for 
the division contended the only serv- 
ices which satisfied this standard were 
engineering and purchasing services. 
Other services such as inspection of 
operating properties, investigating the 
efficiency of operating managers, an- 
alyzing financial statements and re- 
ports of operating companies, scruti- 
nizing their budgets, etc., were, it was 
contended, control activities designed 
to serve the holding company’s inter- 
est and were chargeable properly only 
to it. Since this case is pending before 
the commission, I cannot comment on 
its merits. The issue it raises is obvi- 
ously of great importance and it de- 
serves full consideration both by the 
commission and by the industry. 


NE of the cases now pending be- 
fore the commission, as yet un- 
decided, raises another interesting 
problem which has important implica- 
tions not only for holding company 
systems but for all large corporations 
with public security holders. In the case 
of Columbia Engineering Corporation, 
Columbia Gas & Electric Company 
(File No. 37-22), it appeared that cer- 
tain officers of operating subsidiaries 
were officers and directors of Colum- 
bia Gas & Electric Corporation, the 
holding company. Their entire salaries, 
however, were paid by the operating 
subsidiaries. In arguing that the 
Ebasco and United Light and Power 
decisions required that these particular 
individuals either resign from their 
positions as officers and directors of 
the holding company or else have their 
salaries absorbed by the holding com- 
pany, counsel for the public utilities 
division pointed out that such subor- 
dinates of the top officials of the hold- 


ing company could not be expected to 
act as independent directors of the 
holding company. Counsel argued that 
their salaries and tenure were obvious- 
ly dependent upon the good will of the 
holding company officials and that such 
subordinates were unlikely to appraise 
independently and critically the activi- 
ties of their superiors. The problem 
was considered to be particularly seri- 
ous in this case since out of a total of 
sixteen holding company directors, 
seven were employee directors. It was 
urged, therefore, that the commission 
exercise its power under § 13 to require 
the removal of these dependent direc- 
tors and thus move toward the objec- 
tive of a distinguished predecessor 
chairman of this commission, Mr. Jus- 
tice Douglas, who for many years has 
urged upon industry the necessity of 
independent directors. In reply, coun- 
sel for Columbia Gas denied that the 
commission has the power to require 
the resignations of such directors. 
Putting this legal issue aside since it 
is pending before the commission, I 
would like to comment on the under- 
lying problem of employee directors. 


 Y pesngeiaserne- employee direc- 
tors generally know the details 
of operations to a far greater extent 
than any outside independent director 
can know them; but if they are unable 
to assert an independent judgment at a 
board meeting, stockholders lose all 
the protection which a board of direc- 
tors is supposed to afford them. Asa 
recent TNEC study pointed out, the 
function of a director differs consid- 
erably from that of an executive.* The 


6 See TNEC Monograph No. 11, written by 
Marshall E. Dimock and Howard K. Hyde, 
Bureaucracy and Trusteeship in Large Corpo- 
rations (1941). 
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director must check on executives, 
and this cannot be done if the execu- 
tive and director are the same person. 
I realize, of course, that it is fre- 
quently not an easy thing for a large 
corporation to obtain capable, outside 
independent directors. Justice Doug- 
las, appreciating this, has suggested 
the solution of paying outside directors 
for their services, a suggestion which 
appeals strongly to me as a likely 
method of attracting the proper talent 
to these offices. Certainly, the practice 
prevailing in many corporations — 
nonutility as well as utility—of filling 
the board of directors with subordi- 
nate employees, or indifferent or in- 
competent outsiders, is a serious defect 
in American corporate practice and 
requires constructive action by ail in- 
terested groups. 


NOTHER problem which the record 


in these cases suggests — al- 
though I do not believe the issue has 
been raised by our public utilities divi- 
sion—is whether a service organiza- 
tion located in New York city can eco- 
nomically serve scattered utility prop- 
erties all over the United States. We 
must remember that many of our hold- 
ing company systems, with some ex- 
ceptions, are the products of pro- 
moters’ dreams of empire and bank- 
ers’ visions of an uninterrupted stream 
of underwriting profits rather than 
the products of attempts to obtain 
servicing, operating, and financial 
economies. To the extent that this is 
true, the holding company structure 
bears only a fortuitous relationship to 
the servicing requirements of its sub- 
sidiaries. 
In many cases, the holding com- 
pany structure is a barrier to econom- 
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ical servicing. When system operating 
properties, for example, are scattered 
all over the United States, servicing 
emanating from New York—where 
service companies are usually located 
—may frequently be more costly than 
cost-saving, more inefficient than eco- 
nomical. There are the additional ex- 
penses of maintaining a distant New 
York organization with all of its over- 
head; there are long-distance calls, 
heavy traveling and other expenses of 
attempting to maintain contact be- 
tween the New York organization and 
the scattered properties. Since the dis- 
tant operating companies must main- 
tain a full staff, the activities of the 
New York service company frequent- 
ly duplicate work already done or work 
which can be done by the staff of the 
local companies at home. 


I* many cases, it appears, also, that 
the New York holding company 
managers and the service company 
staff are just too far away from the 
operating properties to appreciate 
fully and understand their basic prob- 
lems. In this connection, it should be 
recalled that the standards of §13(b) 
require services to be performed “ef- 
ficiently.” 

The solution of this problem is to 
a large extent linked with enforce- 
ment of the integration sections of the 


‘act; the holding company system 


which complies with § 11 will, ob- 
viously, not be attempting to serv- 
ice scattered operating properties 
over the United States. Even where 
compliance with §11 is accomplished, 
however, it seems to me that sound 
business judgment would suggest 
that the system service company, if 
needed, be located in the vicinity of 
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PROGRESS IN SERVICE COMPANY REGULATION 


the integrated system or systems 
rather than, as is usually the case, in 
the vicinity of Wall Street. There 
does not seem to me to be a sufficient 
nexus between the financial activities 
of the Wall Street community and the 
day-by-day operations of a utility in 
Ohio or Iowa to justify servicing by 
remote control from New York city. 

I have previously suggested that 
one of the apparent functions of serv- 
ice companies is to facilitate the pay- 
ment of large salaries to holding com- 
pany officials. The service company 
medium enables a substantial portion 
or the bulk of such salaries to be 
charged to operating companies and 
to be paid ultimately by consumers. It 
also enables such large salaries to be 
split up amongst a number of com- 
panies and thus facilitates the pay- 
ment of an aggregate greater amount 
to one individual than might be pos- 
sible if the entire salary was paid by 
one company. 


HERE is little doubt that exces- 
sively large salaries are among 


the principal emoluments of control, : 


usually being paid, generally speaking, 
only to the top controlling figures of 
the holding company system. In this 
respect, it is significant that the largest 
salaries paid in most holding company 
systems do not go to the actual operat- 
ing heads or chief engineers of the 
large operating companies who have 


the difficult job of running operating 
properties economically and efficient- 
ly and whose skills are, beyond ques- 
tion, of great value not only to their 
companies but to the nation at large. 
We find, very frequently, that salaries 
twice and sometimes three times as 
large as the salaries of the actual 
operating heads of the system are 
paid to a small coterie of control- 
ling holding company officials. These 
men, who, typically, are either the 
promoters, or the successors to the 
promoters, of the system, are by 
virtue of their position of dominance, 
subject to few restraints in the deter- 
mination of their own salaries and in 
many cases they fix them very sub- 
stantially above what might be paid 
for their services under less monopo- 
listic conditions. An overstaffed, some- 
times nepotistic, personnel also is 
often maintained. 

The problem of high salaries paid 
to top holding company officials has 
not only been a matter of concern to 
the commission but it has been a 
source of considerable irritation to 
stockholders. The commission receives 
many complaint letters from stock- 
holders on a variety of matters, but 
no subject is stressed more frequently 
and indignantly by them than such high 
salaries. 


, [ ‘HERE are a number of remedial 
measures which may serve to 
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ever, it seems to me that sound business judgment would 


“EveN where compliance with §11 ts accomplished, how- 
, 


suggest that the system service company, tf needed, be 
located in the vicinity of the integrated system or systems 
rather than, as is usually the case, in the vicinity of Wall 


Street.” 
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moderate the excessive liberality of 
some holding company officials to 
themselves. First, I believe, the com- 
mission’s decisions in the Ebasco, 
United Light and Power, and Middle 
West Service Company cases, which 
require the holding company to absorb 
all the salaries of its own officials, will 
serve as a substantial moderating in- 
fluence. If such salaries must come 
out of the holding company’s income, 
the objection of stockholders to the 
resultant drastic decline in net income 
may prove persuasive. In many cases, 
the aggregate of the salaries now paid 
to the top holding company officials 
will bulk very large in comparison 
with the holding company’s net in- 
come, and it will not be an easy task 
to explain why so large a proportion 
of net income must be paid out to top 
holding company executives. 

Secondly, more adequate disclosure 
and publicity may prove sufficient to 
deter some of the more expansive sal- 
aries. Our experience has shown that 
the disclosure requirements of the 
Securities Act of 1933 have frequent- 
ly served to correct undesirable prac- 
tices merely by opening them up for 
adequate public scrutiny. 

Thirdly, if other methods, includ- 
ing voluntary action by the bene- 
ficiaries of such large salaries, fail, 
it may be necessary for the com- 
mission to consider what statutory 
powers it possesses to correct what- 
ever excesses presently exist. This 
problem is presently being studied by 
the commission. Regulatory agencies 
in the public utility field have long ex- 


ercised jurisdiction over unreasonable 
operating expenses, including exces- 
sive salaries, and any action by the 
SEC in this field, if it proves to be 
necessary (assuming the authority is 
vested in us under the Public Utility 
Holding Company Act) will not be a 
departure from accepted regulatory 
practice.” 


HERE is little doubt that recent 

remedial Federal and state legis- 
lation and vigorous action by state 
and Federal regulatory authorities, 
coupled with voluntary adjustments 
by the industry, have resulted in very 
substantial improvements in service 
company practices. We have traveled 
a long way from the astronomical serv- 
icing profits of only a few years ago. 
However, as I have tried to show, 
much remains to be done in this field. 
The cases recently decided and pres- 
ently pending before the commission 
present many of the present-day ob- 
jectives of regulation of service com- 
panies. 

I think it can be said that the pros- 
pects for achieving such objectives 
are reasonably bright, particularly 
in view of the codperative attitude 
which has been shown by some hold- 
ing company systems. To the degree 
that we can record progress, con- 
sumers and investors should share the 
benefits that operating companies will 
enjoy from the resultant reduced ex- 
penses and improved quality of the 
services rendered to them. 


7 See Chicago & Grand Trunk Railway Co. 
v. Wellman, 143 US 339 (1892). 





JUNE 5, 1941 





—_— a a” 


ae 


ee ee ae ae ae ee 


What Will the Defense Program 
Do to Utility Merchandising? 


Current evidence suggests that national defense priorities will 
eventually require drastic changes in appliance merchandising 
policies of electric power companies with residential peak loads. 
This prospect calls for more intensive studies of load character- 
istics and appliance sales. May prove beneficial to gas appliance 


sales, however. 


By W. D. GAY 
MANAGER, UTILITY DEPARTMENT, STANDARD & POOR’S CORPORATION 


HE electric power industry must 

be operating under a dark star 

(i.e., the opposite of a bright 
star). For there has been a succession 
of adverse developments affecting the 
industry in recent years, with favor- 
able developments few and far be- 
tween. 

As an example, the major residen- 
tial load problem of most companies 
has been how to make the small-use 
customer less unprofitable. For about 
one-third of the residential customers 
of the electric industry use less than 35 
kilowatt hours monthly, with the re- 
sult that they are generally served at a 
loss, which must be offset by profits 
from the larger customers. Hence, the 
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ability of an electric company to lower 
its rates has depended to a considerable 
degree upon its ability to stimulate con- 
sumption by the low-use customers. 
This latter ability, however, has been 
greatly restricted in the past by the 
fact that the “submerged one-third” 
have lacked the funds with which to 
buy electric appliances. 

A ray of hope has appeared of late 
due to the rise in general industrial 
production to a new all-time peak un- 
der the stimulus of the defense boom. 
The concomitant rise in wages, par- 
ticularly those of the lower classes, 
promises to make the “submerged one- 
third” candidates for electric appli- 
ances, so that they too might enjoy a 


JUNE 5, 1941 





PUBLIC UTILITIES FORTNIGHTLY 


high standard of living. Indeed, there 
is evidence that many of the customers 
in this classification are actually buy- 
ing appliances, as witness the fact that 
electric refrigerator sales in the first 
three months of 1941 increased more 
than 42 per cent over those for the cor- 
responding 1940 period. Furthermore, 
sales of electric ranges jumped more 
than 50 per cent in the first quarter of 
1941 over those of the similar quarter 
of last year. 


B” as has so often been the case in 
the past, when prospects for the 
industry assume a rosy hue, out pops 
the aforementioned dark star. First, 
the hint was thrown out by the Federal 
administration that national defense 
priorities may affect the construction 
program of the electric industry. This 
intimation struck merchandising pro- 
grams of some electric companies like 
a bombshell, for what use is there in 
increasing the peak residential load 
through aggressive sales campaigns on 
household appliances, if it may not be 
possible to expand generating capacity 
in order to handle this larger load? 

At a recent meeting of the New 
York Securities Dealers Association, 
SEC Commissioner Pike announced 
that the SEC henceforth will require 
any utility company issuing new securi- 
ties to finance plant additions to dis- 
close in its registration statement and 
prospectus whether the Office of Pro- 
duction Management will allow ma- 
terials and equipment to be made avail- 
able for such construction. The hope 
was expressed by this government rep- 
resentative that if such materials were 
not promptly forthcoming because of 
defense priorities, then the financing 
would be discouraged. 
JUNE 5, 1941 


True, Commissioner Pike made the 
observation that, unless this country 
actually enters the war, most utility 
companies should not meet obstacles in 
making “necessary” additions to their 
plants because of the priorities of 
national defense in connection with 
materials and labor. For new gener- 
ating capacity would be apportioned 
between military and civilian needs as 
long as possible. (However, since our 
country seems to be rushing pell-mell 
into the war, this apportionment may 
not continue for very long.) 

Commissioner Pike also made the 
significant statement that utility com- 
panies with residential peak loads 
should guide their promotional efforts 
to “ironing out the valleys” in their 
daily loads, rather than increasing the 
peak demand, since a company may not 
be able to obtain readily additional ca- 
pacity if it serves a nondefense area. 


B’’ the sale of electric appliances 
to the small-use customer would 
definitely increase the peak load of such 
companies, and in no sense would tend 
to iron out the valleys in the daily load. 

More recently, the Office of Produc- 
tion Management announced that a di- 
vision would be formed to handle 
priorities on turbines, generating 
equipment, boilers, and other power 
plant facilities, as demand therefor is 
expected to be a major problem in the 
future. At the outset, this division 
would be primarily concerned with 
rushing such equipment to the defense 
areas. Eventually, the division pre- 
sumably would operate to give priority 
on needed generating equipment in the 
defense areas at the expense of non- 
defense sections. 

At this point, let it be plainly under- 


722 





WHAT WILL DEFENSE DO TO UTILITY MERCHANDISING? 


stood that the electric industry has by 
no means been asleep in basing its con- 
struction program on future national 
defense needs. Despite the fact that 
electric sales in 1940 ran far above 
budget estimates made early in the 
year, generating capacity at the end of 
last year was at least 25 per cent in ex- 
cess of the peak demand, and in no 
area was any major electric company 
operating close to the danger line. In 
1940, the industry added 1,877,844 
kilowatts of generating capacity (ac- 
cording to the FPC) which was the 
largest addition since 1930. Scheduled 
addition to capacity for 1941 is 3,352,- 
639 kilowatts or the largest on record, 
and 3,217,000 kilowatts are already 
scheduled for 1942. (Of incidental in- 
terest is the fact that over 37 per cent 
of generating capacity scheduled for 
construction in 1941 will be for public- 
ly owned systems. ) 

Manufacturers of generating equip- 
ment, however, are not only receiving 
a record volume of orders from the 
electric industry but also tremendous 
orders from the United States Navy. 
The latter will require 6,000,000 kilo- 
watts of turbine capacity by 1946, or 
equal roughly to 15 per cent of the total 
present capacity of the electric utility 


q 


ce 
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industry. These naval orders will per- 
force come ahead of any other orders 
for generating equipment. 


HEN, too, there are orders for 

new generating equipment from 
manufacturing companies that gener- 
ate their own electric power. At the 
close of 1939, total generating capac- 
ity of such companies was equal to 43 
per cent of the aggregate capacity of 
electric power companies, a compara- 
tively high ratio. It goes without say- 
ing that these industrial companies will 
not be greatly anxious to expand their 
generating capacity to meet the tem- 
porary defense needs, but some expan- 
sion will be necessary. Orders for 
equipment from these companies which 
manufacture defense items also will be 
given priority. 

In brief, while the margin of the 
nation’s electric power reserve capac- 
ity above the peak load is currently 
quite satisfactory, there are increasing 
indications that this situation may be 
materially altered in the next few 
years, despite the record construction 
program scheduled by electric power 
companies. 

Some utility managements are ap- 
parently well aware of the problem; 


. .. the electric industry has by no means been asleep in 
basing its construction program on future national defense 
needs. Despite the fact that electric sales in 1940 ran far 


above budget estimates made early in the year, generating 
capacity at the end of last year was at least 25 per cent in 
excess of the peak demand, and in no area was any major 
electric company operating close to the danger line. In 1940, 
the industry added 1,877,844 kilowatts of generating capac- 
ity (according to the FPC) which was the largest addition 


since 1930.” 
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even alarmed by it. Some have already 
given notice of curtailed merchandis- 
ing activity. Early last year, for ex- 
ample, Utah Power & Light Com- 
pany announced that it would give up 
all retail merchandising of appliances, 
because of heavy demands on its capac- 
ity from the national defense industries 
in its area. More recently, Consoli- 
dated Edison Company of New York 
announced that it would not repeat its 
large annual sales campaign on elec- 
tric refrigerators, because of the na- 
tional defense program. We can ex- 
pect more announcements of this na- 
ture in the next few years, as the de- 
fense program assumes a predominant 
position in our national economy. 

It is far too early, however, for elec- 
tric power companies to consider 
terminating appliance sales campaigns 
completely at this time. The solution 
of the problem is not so simple as all 
that, because sales and revenues of 
these companies must continue to be 
expanded in order to offset sharply 
higher taxes and operating costs. (It 
took a 12 per cent increase in aggregate 
electric sales and a 10 per cent increase 
in residential sales to absorb higher 
taxes in 1940, and present indications 
point to a greater increase in the tax 
bill this year. ) 


HE present problem, rather, is to 

determine how far appliance sales 
can be pushed with safety ; that is, how 
appliance sales campaigns can be made 
to fit in with available residential gen- 
erating capacity. And this is a real 
problem for the average electric utility 
company to solve, for it is estimated 
that because of the trend toward in- 
creasing distribution of electric appli- 
ances by independent dealers, the lat- 
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ter now account for at least 70 per cent 
of the total dollar sales of all such ap- 
pliances. 

A fairly comprehensive survey con- 
ducted by the writer revealed that 
policies of electric power companies on 
appliance merchandising fall into three 
broad classifications, as indicated be- 
low: 

(1) The bulk of electric appliances 
is sold by the utility company directly, 
with little assistance given by the lat- 
ter to independent dealers in the serv- 
ice area. 

(2) The bulk of electric appliances 
is sold by independent dealers, but the 
utility company in the area works very 
closely therewith. 

(3) The bulk of appliances is sold 
by independent dealers, with relative- 
ly little assistance from or codperation 
with the utility company. 

An exponent of the first-named sales 
policy is the Cities Service Power & 
Light system, the subsidiaries of which 
handle directly an estimated 80 per 
cent of total appliance sales in their 
service areas. This policy of merchan- 
dising presumably reflects the belief 
that the utility companies can do a bet- 
ter selling job than outside dealers. 
(There would seem to be some justi- 
fication for this attitude, since about 
one-half of electric water heaters and 
almost 40 per cent of electric ranges, 
which manifestly are the hardest appli- 
ances to sell, were directly distributed 
by utility companies in 1940.) 


OST companies in the industry, 

however, take the stand that the 
sale of the bulk of the electric appli- 
ances directly by the utility company in 
this manner makes for poor public re- 
lations as well as curtailed merchandis- 
ing efforts, for it discourages sales by 
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The Impact of Rearmament on Power Reserves 


“ce 


. while the margin of the nation’s electric power reserve capacity 


above the peak load is currently quite satisfactory, there are increasing 

indications that this situation may be materially altered in the next few 

years, despite the record construction program scheduled by electric 

power companies. Some utility managements are apparently well aware 

of the problem; even alarmed by it. Some have already given notice of 

curtailed merchandising activity. ...We can expect more announce- 
ments of this nature in the next few years...” 





the independent dealers, who would 
have more salesmen and handle many 
more lines of appliances than the elec- 
tric utility company. This stand prob- 
ably is correct, but the fact remains 
that companies which sell most of the 
electric appliances themselves have the 
best control over such sales. In other 
words, if the margin of reserve of gen- 
erating capacity over the peak load is 
not great, these companies can readily 
curtail the sale of appliances which 
might increase the peak load further. 
As a concrete illustration, some of the 
companies in this category have in the 
past been able to restrict effectively the 
sale in their territories of central air- 
conditioners, which have a very poor 
load factor. 

The most widely used merchandis- 
ing policy involves the sale of the bulk 
of electric appliances by independent 
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dealers working closely with the utility 
company. This method is actively used 
in the Electric Power & Light system, 
the subsidiaries of which distribute less 
than 10 per cent of their total electric 
appliances themselves. It is also used 
in the North American Company sys- 
tem, the American Gas & Electric sys- 
tem, and by many prominent operating 
companies, such as Consolidated Edi- 
son Company of New York and West 
Penn Power Company. 

It is the general practice in such 
cases for the electric utility company to 
maintain a showroom for exhibiting 
the various electric appliances. These 
appliances are also advertised by the 
electric company, but, with the possible 
exception of electric ranges and water 
heaters, any orders received are turned 
over to the independent dealers. As a 
consequence, companies using this 
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method have comparatively high mer- 
chandising and promotional expenses 
with relatively little revenue from ap- 
pliance sales. 


HE method makes for the most ex- 

tensive merchandising efforts as 
well as the best public relations. Fur- 
thermore, if the utility company can 
obtain very close codperation from the 
independent dealers, it can coordinate 
appliance sales by the latter with its 
available generating capacity almost as 
effectively as if it sold the appliances 
directly. The general procedure is for 
the dealer to advise the utility company 
monthly of its various appliance sales, 
giving specific information on the type 
of appliance sold and the purchaser 
thereof, so that the utility company can 
obtain a fairly good idea as to what ef- 
fect such sales will have on its residen- 
tial load. 


But while the above arrangement 
works out well in theory, there have 
been many instances of its falling down 
in practice. The major drawback stems 
from natural optimism of salesmen, as 
reflected in the questionable accuracy 
of many dealers’ reports of appliance 


sales. Some of these reports have 
proven so inaccurate that certain util- 
ity companies have virtually stopped 
using them to determine prospective 
load characteristics. 

The third type of merchandising 
policy is where the bulk of appliances is 
sold by dealers with little or no codper- 
ation from the utility company in the 
area. Typical exponents of this policy 
are Dayton Power & Light Company 
and Public Service Corporation of 
New Jersey, which, because of the 
large number of outlets for appliances 
in their service areas, work with inde- 
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pendent dealers only in a small way. 
The companies in this category gener- 
ally keep track of appliance purchases 
by watching meter records of power 
sales to the individual customers. But 
this practice manifestly provides no 
means of guiding appliance sales cam- 
paigns or of tying the latter in with 
available generating capacity. 


_ basic problem of codrdinating 
household appliance sales cam- 
paigns with generating capacity is, of 
course, not a serious one for many util- 
ity companies which have industrial 
peak loads, such as Alabama Power 
Company, Central Illinois Public Serv- 
ice Company, Cleveland Electric Il- 
luminating Company, Dayton Power 
& Light Company, Ohio Public Serv- 
ice Company, Pennsylvania Power & 
Light Company, and Toledo Edison 
Company. The peak load for these 
companies usually comes in midmorn- 
ing or midafternoon when factories 
are operating fully, yet when house- 
hold appliances are being little used. 
Furthermore, since national defense 
needs may require the industrial cus- 
tomers of these companies to operate 
two or three shifts, thereby working 
late at night, there might be no ap- 
preciable increase in the peak load. 
Unfortunately, companies with an 
industrial peak demand are definitely 
in the minority. Of 150 leading com- 
panies checked by the writer, only 41 
had industrial peak loads, while 85 had 
residential peaks. (The remaining 
companies had combination peak loads, 
with the daytime industrial peak about 
equal to the evening residential peak. 
In this latter category were such com- 
panies as Birmingham Electric Com- 
pany, Dallas Power & Light Company, 
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Detroit Edison Company, Kentucky 
Utilities Company, Metropolitan Edi- 
son Company, New York Power & 
Light Corporation, Ohio Edison Com- 
pany, and Wisconsin Public Service 
Corporation. ) 

The problem also may not prove 
serious for many companies serving 
the important defense areas, which 
companies presumably would encoun- 
ter no great difficulty in obtaining new 
generating capacity, even though their 
peak load is residential. Managements 
of companies of this nature, however, 
should take cognizance of the fact that 
a good portion of the present growth 
in their sales is due to defense demands, 
and may partially disappear when our 
tremendous program of defense is 
eventually completed. This prospect 
refers not only to the industrial load 
of these companies, but also to the resi- 
dential load, which is benefiting from 
sizable shifts of population into the 
areas where the defense industries are 
located. 


I* any event, even the favorably 
situated companies with industrial 
and combination peak loads, however, 
may not be able to develop appliance 
merchandising programs as fully as 
desired, because of effects of priorities 


e 


on the manufacturers of household ap- 
pliances. According to the March Sur- 
vey of Current Business, “In the course 
of the month machine tools and alumi- 
num were placed on a mandatory 
priority status, while producers of 
magnesium were requested to give de- 
fense orders complete preferential 


- status. In the other cases, including 


nickel, zinc, tungsten, and temporary 
tight supply situations such as that in 
structural steel, the Priorities Division 
continued its efforts to iron out all dif- 
ficulties.” 

Electric appliance manufacturers, 
incidentally, have been placed in the 
B7 classification for aluminum, which 
means that they are way down the list. 
As a consequence, some of these manu- 
facturers may have to reduce 1941 pro- 
duction as much as 20 per cent under 
that previously scheduled for this year. 
Most affected will be manufacturers of 
electric irons (that use considerable 
aluminum in their bases) as well as 
manufacturers of electric mixers. Pro- 
ducers of washing machines and re- 
frigerators are also expected to have 
production problems because of the 
threatened shortages of materials. 

There are current rumors that light 
bulb manufacturers are so concerned 
about their ability to obtain tungsten, 


“THE problem as to how much the merchandising of ap- 
pliances is justified under these uncertain conditions is one 
which will challenge the brains and ability of utility man- 
agements. Even though the seriousness of the problem may 
not be completely apparent until some time in the future, 
steps must Now be taken toward arriving at the solution. 
The latter will manifestly require more intensive research 
and analytical studies than ever carried on by the industry 


in the past.” 
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used for incandescent filament in light 
and radio bulbs, that rapid promotion 
of fluorescent lighting for home use 
may develop in the next year or so. 
(Popular acceptance of fluorescent 
lighting would cut down the domestic 
load materially, since the former would 
take less than half the kilowatt-hour 
consumption of the present incandes- 
cent bulb lighting. ) 


Mc: observers, however, consider 
these rumors somewhat exag- 
gerated, although they believe that 
greater acceptance of fluorescent light- 
ing for residential use is probable, be- 
cause of numerous advantages thereof. 
Sales of fluorescent lamps for 1941 
are estimated at substantially more 
than $100,000,000, which is a tidy 
volume of business for a product that 
has been on the market for only about 
three years. 

(A rather interesting sidelight is 
that despite the above indicated pro- 
duction problems of appliance manu- 
facturers, Assistant Attorney General 
Arnold, according to Business Week, 
“wants immediate grand jury action 
on refrigerators, gas ranges, electric 
equipment, and other household ap- 
pliances, since they may be subjected 
to undue price increases because of 
priorities for defense industries.”’) 

In short, it is manifest that a lot of 
problems will confront utility execu- 
tives under the national defense pro- 
gram. And like other problems of the 
electric power industry, particularly 
that involving additions to generating 
capacity, steps must be taken well in 
advance to provide their solution. Un- 
fortunately, the experience of the last 
war will be of no value in this connec- 
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tion, for basic conditions have changed 
completely since then. 

As a consequence, it is essential that 
the industry engage in more research 
activities than ever before. Merchan- 
dising campaigns in the future must be 
extremely selective, and based on the 
results of exhaustive research on the 
ability (1) to obtain additional gen- 
erating capacity, (2) to obtain appli- 
ances, (3) to induce the complete co- 
Operation of the independent dealers, 
(4) to coordinate appliance sales cam- 
paigns with available residential gen- 
erating capacity, and (5) to predict 
future residential demand for appli- 
ances. In short, the research experts 
that have had to take a back seat in the 
past are now going to have their day. 


. is going to be difficult to adjust 
appliance sales programs to avail- 
able generating capacity, since appli- 
ance manufacturers and the independ- 
ent dealers depend for their livelihood 
on the sale of appliances, and therefore 
want to push such sales as far as possi- 
ble. Furthermore, as evidenced by the 
tremendous gains in appliance sales in 
the first quarter of 1941, they are now 
having considerable success in this re- 
gard. The utilities, on the other hand, 
have to satisfy all demands for their 
power (particularly demands for resi- 
dential customers), if they want to 
keep their franchises. 

Companies which directly distribute 
most of the electric appliances will be 
in the best position to harmonize appli- 
ance sales campaigns with available 
residential capacity. But these compa- 
nies are relatively few in number. 

The average electric company which 
leaves the distribution of appliances 
primarily to the independent dealer, al- 
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Defense Holiday for the More Abundant Life 


C6 HE change in appliance sales policies of electric utilities, made 

necessary by emergency conditions, will naturally prevent further 
evolution of the social objective in rate making as advocated by the 
FPC—1.£., with ‘maximum utilization of utility services’ the funda- 


mental criterion rather than a fair rate of return. . 


. . Stmilarly, other 


FPC yardsticks must be temporarily discarded. The well-known com- 

parisons of residential rates will not longer be valid, since companies 

with residential peak loads will be less able to expand their domestic 

sales and thereby obtain lower rates than companies with industry 
peak loads.” 





though working closely with the latter, 
must work even more closely in the fu- 
ture. It should be plain to dealers by 
this time that their interests are irrev- 
ocably allied with those of the elec- 
tric power company in their areas. 
After all, the average electric company 
spends over $3 a customer on advertis- 
ing and promotion of appliances, yet 
the revenues from resulting appliance 
sales go primarily to the outside deal- 
ers. Without such assistance, most 
dealers would not be able to continue in 
business for long. If worst comes to 
worst, the dealers should be willing to 
“plough under,” say, every fourth po- 
tential refrigerator or range sale in or- 
der to prevent overloading the electric 
company’s lines. 

It may prove necessary to bring the 
appliance manufacturers themselves 
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into a thoroughgoing plan of appliance 
sales control, particularly the manu- 
facturers of the heavy-duty appliances. 
For the extensive sales campaigns con- 
ducted by the latter could conceivably 
upset the construction schedules of the 
electric companies. Now that the ma- 
jority of household appliances (except 
in the case of water heaters) is sold 
through independent dealers, the man- 
ufacturers are not so close to the util- 
ity companies any more. 


fy can be argued, of course, that any 
comprehensive plan of cooperation 
of this nature might be construed as 
monopolistic. But as has been indicated 
by several representatives of the gov- 
ernment, the antitrust laws do not fully 
apply during times of national emer- 
gency. Attorney General Jackson has 
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lately ruled, in fact, that so long as 
emergency acts are performed to pro- 
mote the public interest, they do not 
constitute a violation of the antitrust 
laws. In any event, the Attorney Gen- 
eral has promised to first give notice to 
desist from any acts which violate these 
laws, and then to resort only to civil 
action, as long as the defense needs 
continue. 

The electric companies with the 
greatest problems are naturally those 
that permit dealers to distribute the 
bulk of appliances, yet do not operate 
closely with the dealers. It is essen- 
tial that companies in this category 
promptly set about to develop effective 
relations with the dealers, so that the 
companies can be apprised of appliance 
sales campaigns and can cooperate in 
such campaigns to the mutual advan- 
tage of both parties. For this defense 
program is no “flash in the pan”; cur- 
rent evidence suggests that it will have 
a major influence on the economy of 
our country for a number of years, 
possibly for the next five years or 
more. 

The change in appliance sales pol- 
icies of electric utilities, made neces- 
sary by emergency conditions, will 
naturally prevent further evolution of 
the social objective in rate making as 
advocated by the FPC—i. e., with 
“maximum utilization of utility serv- 
ices” the fundamental criterion rather 
than a fair rate of return. For if a 
utility company finds its operating in- 
come materially reduced (and present 
indications are that net operating in- 
come after taxes of the industry may 
decline from 4 per cent to 10 per cent 
this year depending upon the trend of 
taxes and commodity prices), it will, 
of course, fall back on a fair rate of 
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return to obtain necessary increases in 
rates. 


. pang other FPC yardsticks 
must be temporarily discarded. 
The well-known comparisons of resi- 
dential rates will no longer be valid, 
since companies with residential peak 
loads will be less able to expand their 
domestic sales and thereby obtain low- 
er rates than companies with industrial 
peak loads. Also, the FPC yardsticks 
on operating expenses would have no 
great significance, since expense com- 
parisons will be greatly distorted under 
the national defense economy. (The 
latter yardsticks, which have never 
been given wide publicity, compare 
production expenses per kilowatt hour, 
transmission expenses per mile of line, 
distribution expenses per customer, 
as well as accounting, collecting, new 
business, administrative, and general 
expenses per customer. ) 

“Tt is an ill wind that blows no good” 
is a maxim that has never made much 
sense to the writer, but this is one time 
that it would seem to be applicable. For 
while the ill wind will blow particularly 
hard on the appliance merchandising 
campaigns of electric utilities in the fu- 
ture, it may prove beneficial to the arti- 
ficial gas business. With the important 
exception of a few companies serving 
industrial areas that are now growing 
rapidly, most artificial gas companies 
have considerable surplus production 
capacity. Hence, dual service com- 
panies which may in the future find it 
impossible or unwise to promote elec- 
tric appliance sales aggressively would 
do well to concentrate on their gas ap- 
pliance sales. 

Some utility companies, such as 
Northern Indiana Public Service Com- 
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pany and Rochester Gas & Electric 
Corporation, have already conducted 
relatively intensive promotional activi- 
ties on gas. Because of the compara- 
tively low rate of return being earned 
on the gas property investment, and 
threats of materially higher operating 
costs, it is only logical to increase the 
amount of promotional work thereon. 


apie possible beneficiary from 
the ill wind is the natural gas in- 
dustry. For the threatened shortage in 
railroad freight cars, typical of war pe- 
riods with priorities on all military 
freight, should stimulate the construc- 
tion of natural gas pipe lines. As a 


cheap industrial fuel free from bottle- 
necks, natural gas is truly an ideal war- 
time commodity and should give our 
country a definite military advantage 
over other countries which lack our 
tremendous reserves of natural gas. 


While the steel industry is in a seri- 
ous production jam, it has not yet been 
forced to set priorities on skelp and 
plate for manufacturing steel pipe for 
natural gas pipe lines. Even if such 
priorities are eventually established, 
gas pipe lines should be well up in 
the priority list. With cheaper natural 
gas, many companies, now serving 
manufactured gas, could conduct much 
more aggressive appliance sales cam- 
paigns. 


To sum up, appliance merchandising 
by electric companies has aided greatly 
in bringing the highest standard of 
living in the world to the United States 
and at a fairly low cost to the customer. 
But, because of the threat of priorities 
on generating equipment, it is ques- 
tionable whether utility companies 
with residential peak loads (1. e., the 
majority) will be able in the next few 
years to obtain necessary additional 
generating capacity to handle any ma- 
terial increases in residential sales. As 
a matter of fact, even companies with 
industrial peak loads or combination 
peak loads may not be justified in ag- 
gressively pushing sales of residential 
electric appliances, since the stimulus 
to their industrial business is largely of 
a temporary nature. 


the problem as to how much the 
merchandising of appliances is 
justified under these uncertain condi- 
tions is one which will challenge the 
brains and ability of utility manage- 
ments. Even though the seriousness of 
the problem may not be completely ap- 
parent until some time in the future, 
steps must now be taken toward arriv- 
ing at the solution. 

The latter will manifestly require 
more intensive research and analytical 
studies than ever carried on by the in- 
dustry in the past. 





. . . there is surely nothing inherently wrong or unpatriotic about the 
theory of ‘Business as Usual’ during the defense period. On the con- 


trary, as an ideal it is most desirable. 


The fact that it has had to be 


abandoned in the warring countries of Europe, Asia, and Africa is not 
a virtue in itself that makes it sinful, so to speak, to favor it m this 
country. So long, therefore, as our great area and resources and free- 
dom from invasion permit us to continue in a relative way to keep 
business as usual in our land, the better in every way.” 


—CuHar.es W. KELLocc, 


President, Edison Electric Institute. 
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St. Lawrence in Difficulty 


The author points out some of the hurdles the ad- 

ministration forces will have to clear before the 

costly international waterway-power project is 

authorized even on the theory that it is for national 
defense. 


By ANDREW BARNES 


HE Roosevelt administration and 
its public power enthusiasts to- 


day appear destined for the most 
severe defeat they have ever experi- 
enced. If Congress were to vote on the 
St. Lawrence seaway-public power 
project today, it would reject the pro- 
gram by an even more imposing mar- 
gin that in 1934 when the Senate first 
discountenanced it. 

The fact that President Roosevelt 
and the administration have made no 
moves to fight for their pet project is 
testimony that they are aware of the 
heavy handicaps they carry in attempt- 
ing to justify St. Lawrence develop- 
ment. The President, it is known, has 
been advised by his congressional lieu- 
tenants that the project is destined to 
open a bitter fight in Congress, that it 
has no assurance of obtaining the ap- 
proval of the Senate, and that its fate 
in the House is even more uncertain. 

New and compelling arguments have 


been raised against the government's 
saddling itself at this time with such 
a costly project of such questionable 
value to national defense, which is 
urged now as its sole excuse and justi- 
fication. 

But, quite aside from national de- 
fense, there are economic factors— 
bearing closely upon the ability of the 
nation to sustain a concerted industrial 
effort for defense production—which 
are arousing militant congressional 
sentiment against the project. 

Congress has just enacted legisla- 
tion extending to April 26, 1943, the 
power of the Federal government to fix 
bituminous coal prices. This legislation 
was passed and signed by the President 
on the theory it would prevent chaos 
in the great bituminous coal industry 
which contributes directly to the de- 
fense effort. The industry was guar- 
anteed cost of production; the govern- 
ment was guaranteed coal for national 
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defense industries—so ran the argu- 
ment. 

Now the Congress faces a request 
that it do an about face, forget the coal 
industry, and enact a public power pro- 
gram which, according to many ex- 
perts, would be a heavy blow, to that 
very industry. Having legislated chaos 
out of the industry, according to the 
arguments of those opposed to the St. 
Lawrence, Congress is asked in this 
project to legislate chaos back into the 
coal industry. 


| heerlen of the bituminous 
coal regions — West Virginia, 
Ohio, Kentucky, Pennsylvania, Vir- 
ginia, and other states—are opposed 
generally to undoing, possibly, all the 
good that may have been accomplished 
by extension of the coal act. Predomi- 
nantly, their votes will be against the 
St. Lawrence. 


The President’s program has also 
run into another hurdle, this in the 
familiar logrolling. Those who have 
agitated in Congress for the Florida 
ship canal—a project several times de- 


feated in the House—and for the 
Tennessee - Tombigbee waterway are 
hatching plans to tie both these proj- 
ects to the President’s St. Lawrence 
kite, and fly all three at once or noth- 
ing. Others undoubtedly will seize upon 
St. Lawrence as a handy vehicle to 
push through similar projects which, 
of themselves, would have no chance of 
obtaining the approval of Congress. 
This process of legislative coercion has 
been sufficient, in other cases, to touch 
off revolts that resulted in the defeat 
not only of the logroller projects but 
the original legislation sought to be 
used as a “kite.” 

If there is any prospect of the Flori- 
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da ship canal and Tennessee-Tom- 
bigbee enthusiasts succeeding, the Pas- 
samaquoddy tide harnessers, those agi- 
tating for an Arkansas Valley Author- 
ity, others seeking a Columbia basin 
authority, and groups sponsoring simi- 
lar plans undoubtedly will rush for- 
ward to use the St. Lawrence for 
their own ends. 


HE economy bloc, numbering 

some of the most able members of 
the House, is organizing for a last-ditch 
fight against enactment of legislation 
authorizing the St. Lawrence project, 
or appropriation of any money to carry 
out the program if it is finally author- 
ized. They have their own compelling 
reasons, and they go straight to the 
heart of national defense. 

From Denmark, the United States 
has taken over the job of protecting 
Greenland. From the British Empire, 
the United States has taken the task of 
protecting Canada against any in- 
vasion. Those who challenge the St. 
Lawrence program as a waste of 
money, so far as national defense is 
concerned, are asking other Congress- 
men these questions: 

Could not $266,000,000—the initial 
cost of the program—be better spent 
on aerial and naval bases at Greenland, 
where German planes have already 
been sighted several times, than upon 
an inland waterway? 

Would it be better to spend $300,- 
000,000 for Canadian seacoast de- 
fenses, or divert the money and the 
work to the St. Lawrence? 

Since the project cannot be com- 
pleted in less than six or seven years, 
could not the government better de- 
vote its funds and energies to the more 
pressing problem of guns, tanks, air- 
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Contribution to Defense 
-—— ago, President Roosevelt adopted the policy that only such 


rivers and harbors projects as clearly were immediately essen- 

tial for national defense should be authorized and constructed. On these 

grounds he vetoed one rivers and harbors bill. Economy advocates are 

now arguing that by the President’s own declared policy the St. Lawrence 

ts precluded from adoption. Certainly, they argue, its possible contribu- 
tion to defense 1s uncertain and problematical.” 





planes, and still more guns, tanks, and 
airplanes ? 

If the St. Lawrence is in fact of 
value to national defense, is there any 
assurance that the supreme emergency 
—war—can or will be postponed until 
this waterway can be completed, and 
its purported strategic value be real- 
ized? 


| tee ago, President Roosevelt 
adopted the policy that only such 
rivers and harbors projects as clearly 
were immediately essential for national 
defense should be authorized and con- 
structed. On these grounds he vetoed 
one rivers and harbors bill. Economy 
advocates are now arguing that by the 
President’s own declared policy the St. 
Lawrence is precluded from adoption. 
Certainly, they argue, its possible con- 
tribution to defense is uncertain and 
problematical. 
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Still a third group in Congress is or- 
ganized to defeat the project. These 
are the men whose states lie along the 
Atlantic and Gulf coasts, where thriv- 
ing ports have been built up over a hun- 
dred years to handle billions of dollars 
of export and import shipments, as 
well as other billions of coastwise do- 
mestic trade. 

The state of Virginia Corporation 
Commission, at considerable expense, 
conducted a thorough study of the St. 
Lawrence project. Some of its conclu- 
sions are receiving careful attention in 
the Congress. 

“The seaway would be so generally 
ruinous to American commerce and in- 
dustry, labor, and capital that its na- 
tionwide deleterious effects would far 
exceed whatever claimed advantages 
might redound to certain special inter- 
ests from the waterway or to New 
York state and the Province of On- 
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tario from the power plan,” the Vir- 
ginia commission held. 

The loss to American labor, trans- 
portation, and coal producers would be 
$109,647,000 a year, the commission 
estimated. After deducting the savings 
in shipping costs, the net loss would 
still be $76,695,000. 


1” naire the commission report 
cast other doubts upon the proj- 
ect. The great eastern ports would be 
seriously damaged if not ruined. Amer- 
ican shipping of shallow draft capable 
of using the seaway comprises only 5 
per cent of the world’s merchant ton- 
nage; hence the benefit to American 
lines would at best be questionable, 
when the competition of foreign-owned 
tramp steamers is considered. 

In connection with the ports, the city 
of Baltimore, Maryland, opposing the 
waterway, has estimated that its invest- 
ment of $155,000,000 in port facilities 
would be adversely affected, industrial 
and maritime employment reduced, and 
local manufacturers subjected to in- 
creasing pressure from foreign goods. 
Similar objections have been entered by 
other port cities, including New Or- 
leans, Louisiana, the Gulf gateway of 
the South. 

Consequently, representatives of 
those areas in which approximately five 
billion dollars have been invested in 
port facilities are almost unanimously 
opposed to the project. 

While the administration seemingly 
remains reluctant to bring the issue to 
a showdown, another factor is operat- 
ing against approval of the project— 
Time. It has been shown that the sea- 
way, when completed, could be oper- 
ated only about 45 per cent of the year, 
and the remaining time would be 
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blockaded by ice. Congress must adopt 
or reject the St. Lawrence, and that 
soon unless another year of work is 
lost. 

Because of the rigorous winters, 
construction work cannot be prose- 
cuted more than six or eight months a 
year. In the early fall, winter will de- 
scend’ along the St. Lawrence, with 
every natural element impeding con- 
struction, the hauling of materials, and 
the building of suitable quarters for the 
thousands who would work on the 
project. 


|) 7 a spadeful of dirt can be 
turned, or a nickel spent in actual 
construction, Congress must approve 
the U. S.-Canadian agreement for de- 
velopment of the seaway. It is not at 
all certain that Congress will do this. 
But if it does, then legislation author- 
izing the appropriations must be 
passed, and finally, and still more un- 
certain, the appropriations themselves. 

Realistic members of Congress know 
that before this legislative process can 
be carried out, national defense prob- 
‘ems of the utmost importance, vital to 
the nation’s very existence, may be 
pressing in, crowding out all considera- 
tion of a development of so question- 
able value. 

They argue that, should Britain fall, 
every ounce of national energy must be 
spent on actual production of arms and 
ammunition, rather than being diverted 
to some project of theoretical value. 

Should Britain triumph, on the other 
hand, the United States is safe, accord- 
ing to the administration’s defense 
theories. In this event, all argument for 
St. Lawrence for national defense 
would vanish. 

Few expect the war to last the six 
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or seven years it would require to put 
the St. Lawrence at that stage of com- 
pletion where its contribution to de- 


better justification for the program. 
Unless a considerable group of Con- 
gressmen change their mind, St. Law- 


rence will not win approval. The con- 
gressional opinion of this project will 
be changed by the administration only 
with the greatest difficulty. 


fense would be a tangible one. 
Therefore, at this writing, Congress’ 

sentiment on this much harried project 

is to stop and look, and await some 
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Electric Lights Keep the Swing Tunes Swinging = 
NUMBER of summer and year-round residents in the Chesa- i 

A peake bay area of Virginia and Maryland have adopted a abs 
practice which is yielding small but unexpected returns to local - 
electric companies by way of improving the domestic load. It stat 
seems that the flat bay shores are often visited by sudden and 1 
prolonged spells of excessive humidity from damp salt air and to t 
frequent rains which swell up the keys of the average piano to ton 
such an extent that the instrument becomes useless. The keys port 
stay down when pressed and it generally requires a couple of the 
sunshiny days for the piano action to operate normally. In dry- — 
ing out, the piano is likely to be thrown out of tune. L. | 
res 

The problem was particularly annoying to beach taverns, ro 
dance halls, and other places where pianos are regularly re- loo: 
quired. Some years ago a hotel orchestra leader at Virginia —V 
beach turned a trick he had learned as a piano player on a pas- and 
senger liner. He plastered asbestos paper around the bottom of —re 
his upright piano cabinet. Then he placed three ordinary 30- of tl 
watt bulbs under the centerboard: One under the bass, one un- MB. 
der the treble, and one in about the middle. He kept these burn- port 
ing day and night and never had any more trouble with keys M 
sticking. During long spells of fine weather he would turn off fron 
the lights, but he generally kept them burning just to be safe. said 
Other bayshore piano owners learned of the practice and tt ts mos’ 
now quite common along the numerous resort communities. radic 
The extra expense for the electric current generally amounts — 


to alittle more than $1 a month—much less than the price of a 
good tuning. By a slight shift in the arrangement, the device | 
can also be used for grand pianos and even for the small electric Be 


organs which are becoming so popular. 
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Wire and Wireless 
Communication 


o love feast was the recent annual 
N assembly in St. Louis of the Na- 
tional Association of Broadcasters. As 
the meeting was preparing to open, the 
Mutual Broadcasting System rushed 
through its new agreement with the 
American Society of Composers, Au- 
thors, and Publishers to resume tunes 
of that society on its network after an 
absence of four months. It made this 
move despite some objections of its own 
stations and association opposition. 

Then the “monopoly” question came 
to the fore. (The Federal Communica- 
tions Commission’s recent “monopoly re- 
port” ordered, among other things, that 
the National Broadcasting Company sell 
one of its networks.) Chairman James 
L. Fly of the FCC and Neville Miller, 
president of the National Association of 
Broadcasters, verbally clashed on the 
floor. Three stockholder groups of MBS 
—WOR, New York, WGN, Chicago, 
and Don Lee Chain of the Pacific coast 
—resigned from the association because 
of the NAB stand on the two questions. 
MBS had approved the commission’s re- 
port, but NBC and CBS had not. 

Mark Ethridge, former NAB head 
from Louisville, blistered the FCC, and 
said the President was deceived and “al- 
most betrayed” about troubles in the 
radio industry. Fly stalked from the room 
when not asked immediately if he cared 
to answer Ethridge. 


| Fen on, Chairman Fly, in an ap- 
Ls parent reply to criticism of him by 
directors of the NAB, said that “it is of 
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no great concern to our democracy 
whether any one particular man or group 
of men shall occupy public office. It is of 
real concern to the nation, however, that 
official positions be held by men of suffi- 
cient strength of character to do their 
duty in the face of the strongest pres- 
sure which can be turned upon them.” 

Fly’s statement contained no reference 
to what prompted it, but NAB directors, 
in a report at St. Louis on May 16th, 
said that regulation of radio by the com- 
mission under Fly had been “punitive, 
capricious, biased, and destructive.” 

Ethridge had said that “if a fight 
comes, he [President Roosevelt] must 
blame the majority of the commission 
which insisted upon it.” President 
Roosevelt told a press conference on 
May 16th that he had been giving his 
attention to more important things than 
a dispute involving segments of the radio 
industry and the commission. He had no 
comment on Ethridge’s speech. 

The convention adopted a resolution 
urging the Senate to give prompt con- 
sideration to a resolution introduced by 
Senator White, Republican of Maine, 
seeking an investigation of the whole 
radio structure with a view to the enact- 
ment of a new radio law. (The Senate 
Interstate Commerce Committee set 
May 31st for opening hearings on the 
White resolution. ) 

Removal of Fly as chairman of the 
FCC also was demanded by the board of 
directors of the National Association 
of Broadcasters in their statement. 
Referring to Mr. Fly’s attack on the 


JUNE 5, 1941 





PUBLIC UTILITIES FORTNIGHTLY 


NAB, in rebuttal of Mark Ethridge, in 
which he declared the association’s type 
of management reminded him of “a 
dead mackerel in the moonlight, it both 
shines and stinks,” the board said: 

Mr. Fly’s violent statement was the strong- 
est substantiation of the truth of what we 
have been saying. We leave to the public the 
judgment whether the state of mind ex- 
hibited by Mr. Fly qualifies him to be chair- 
man of a government commission calling 
for judicial impartiality. 


Thus the NAB ended its week-long 
convention, marked by charges and coun- 
tercharges. The FCC antimonopoly re- 
port, it was stated, was tossed into the 
lap of President Roosevelt. 

* * *K * 


OHN O’Hara, chairman of the 
Michigan Public Service Commis- 
sion, recently said the commission was 
contemplating an order for a reduction 
in Detroit residential telephone rates, al- 
though it had abandoned the idea of im- 
posing a statewide reduction in rates of 
the Michigan Bell Telephone Company. 
O’Hara stated: 

We have decided that Detroit is the area 
where a reduction is most warranted and 
we are more interested in getting a reduc- 
tion in residential than in the commercial 
rates. We expect to confer with company en- 
gineers this week. Pending the conferences, 
I have no idea how large a reduction might 
be ordered. 


The commission last April called com- 
pany officials to a conference on the pos- 
sibility of a statewide cut in phone rates. 
Company officials pointed out that, while 
their profits increased considerably last 
year, they face unusual expenses in new 
equipment to meet the demands for addi- 
tional phones. 

“We have learned, however, that the 
Federal government is paying for the 
new phone lines being constructed for 
new defense factories,’ O’Hara said. He 
also stated that while the commission did 
not expect to require any general reduc- 
tion outstate, it planned to order rates 
equalized between different areas of ap- 
proximately equal size. 

O’Hara said the commission was con- 
sidering changing Detroit residential 
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phone rates to discourage 4-party lines, 
and make it possible for Detroiters to 
obtain better service at no extra cost. 


* OK 


ges American Telephone and Tele- 
graph Company, defending its rates 
for long-distance telephone service, took 
sharp issue with the Federal Communi- 
cations Commission on May 12th over 
the commission’s order, promulgated 
April 1st, calling for a sweeping investi- 
gation of Bell system rate-making prac- 
tices and directing AT&T and its 21 as- 
sociated companies to show cause why 
their rates should not be reduced. 

In a brief filed with the FCC, answer- 
ing the regulatory body’s show-cause or- 
der, AT&T declared that the system's 
present level of business activity, grow- 
ing out of the defense preparedness pro- 
gram, was “abnormal” and that it would 
be a serious “mistake” for the commis- 
sion to prescribe rates on the assumption 
that the current rate of earnings is other 
than temporary. In announcing the in- 
vestigation, the FCC cited the “rapidly 
increasing telephone earnings” from toll 
operations which, according to the com- 
pany’s reports, brought net: earnings on 
long-distance lines up from $20,160,763 
in 1938 to $27,217,483 in the twelve 
months to January 31st last. 

The volume of Bell system long-dis- 
tance calls is now at the highest level in 
the history of the system, The increase 
began in September, 1939, with the out- 
break of the European war, but was 
greatly accentuated when the defense 
program in the United States got under 
way last fall. “The defense preparations 
have not only produced a tremendous 
surge of business activity,” the AT&T 
brief declared, “but the urgency of the 
situation has demanded the utmost speed 
and this has resulted in an unprecedented 
increase in use of long-distance tele- 
phone service. This high usage is still 
continuing, but, obviously, it is abnor- 
mal.” 


\ 717TH the assertion that it would be 
“unfair and unwise” to reduce 


* 


rates on the basis of the return now be- 
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WIRE AND WIRELESS COMMUNICATION 




















Courtesy, The Washington (D.C.) Daily News 


“SPRING MUST BE IN THE AIR—OUR REPAIR LINEMEN ARE 
STARTING TO CALL US SUGAR PIE INSTEAD OF HEY, YOU!” 


ing earned, AT&T advanced the follow- 
ing arguments for retention of its pres- 
ent rate schedules: 


1. Taxes and expenses are going to be on 
a much higher level than that upon which 
the earnings for 1940 and the first three 
months of 1941 have been computed. 


2, There have already been increases in 
basic wage schedules in 1941, the effect of 
which does not appear in 1940 earnings and 
ps A a small extent in the first quarter 
1) ‘ 


3. Signs of a labor shortage are already 
appearing and events are moving very fast. 
If and when these things develop, it will 
inevitably mean higher expenses and lower 


net earnings for the telephone companies, 
assuming the same rate schedule. 

4. Since it is virtually impossible to raise 
rates during a business depression, it would 
clearly be unfair and unwise to reduce rates 
on the basis of the return now temporarily 
being earned. 


* * * xX 


OLLOWING a fortnight’s delay, the 

Senate Interstate Commerce Com- 
mittee on May 19th opened hearings on 
the proposed telegraph merger. Senator 
Wheeler, chairman, made a brief open- 
ing statement ; and Chairman Fly of the 
FCC supported the proposal. 
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Financial News 


Liquidation of North American 
Light & Power 


ortH American Light & Power, 
N “stepchild” of the North Amer- 
ican Company system, is to be dissolved 
as soon as practicable, according to an 
official letter to stockholders issued by 
President Van Wyck May 13th. 

The company, which at one time was 
under the control of the late Senator Mc- 
Kinley of Illinois, is now controlled by 
North American Company which owns 
about 83 per cent of the voting stock. 
North American Company customarily 
includes in its system statements only 
those subsidiaries in which it has at least 
a 75 per cent common stock interest. 
Prior to 1939, North American’s inter- 
est was only 73.5 per cent and the smaller 
system of similar name was therefore 
omitted; in 1939-40, however, due to 
the fact that North American was forced 
by a court order to increase its holdings 
to around 84 per cent, the Light & 
Power Company was included (while at 
the same time Washington Railway & 
Electric was omitted). 

The fact that the Light & Power Com- 
pany was not part of the original North 
American family may account for the 
decision to liquidate it first—and also the 
fact that the company is selling its 35 
per cent interest in Northern Natural 
Gas (along with the similar holding of 
United Light & Railways, the entire 
amount having been registered April 
21st). The latter sale would yield, it is 
estimated, about $10,462,320 which 
would be ample to take care of current 
liabilities and retire the company’s 
funded debt at the redemption price, 
leaving a balance of over $1,000,000. 
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and 
Comment 


By OWEN ELY 


The official letter estimated a possible 
net value available for preferred stock- 
holders of $20,843,922 or about $107 per 
share. (This amount might be reduced by 
shrinkage in liquidation, and dissolution 
costs.) The preferred stock is theoreti- 
cally entitled to $152.50, including divi- 
dend arrears. As North American will 
register 83.9 per cent of the voting stock 
in favor of the plan and only two-thirds 
vote is necessary to effect dissolution, a 
possible injunction obtained by some 
stockholder would seem to be the only 
means of delaying the dissolution. 

As North American Company owns 
44 per cent of the preferred stock, it may 
obtain some $9,000,000 worth of cash 
or securities from the deal. After dis- 
posing of Northern Natural Gas, the 
assets will consist of about $3,500,000 
cash; $12,071,233 Kansas Power & 
Light stock ; $2,245,116 Missouri Power 
& Light stock; and a miscellaneous as- 
sortment of other issues valued at about 
$5,177,455. It is probable that the smaller 
items will be liquidated for cash so far 
as possible, but the Kansas Power & 
Light might be distributed pro rata to 
preferred stockholders on about a 5.4 to! 
ratio, in our opinion. 


¥ 
Utility Declares Dividend 


ie furtherance of a program for com- 
pliance with the Holding Company 
Act, the North American Company re- 
cently declared a dividend on its com- 
mon stock in the form of one share ol 
capital stock of the Detroit Edison Com- 
pany for every fifty shares of North 
American stock held. The dividend, sub- 
ject to the approval of the SEC, is to be 
payable on July 1st to holders of record 
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of June 10th. Instead of certificates for 
fractions of shares of Detroit Edison 
stock, cash will be paid at the rate of 40 
cents for each fiftieth share of Detroit 
Edison stock, based on the current mar- 
ket price of $20 a share. After payment 
of the dividend on July Ist, North Amer- 
ican’s holdings in Detroit Edison will be 
reduced to 1,073,315 shares, or 16.87 per 
cent of the total outstanding, compared 
with present holdings of 1,227,315 
shares, or 19.29 per cent. 


¥ 


Bank Dropping Underwriting 
Concern 


TrEMPTs of J. P. Morgan & Co., Inc., 
to divest themselves of a material 
interest in Morgan Stanley & Co., Inc., 
were described at a hearing before an 
SEC trial examiner in New York on May 
23rd. The hearing had been asked by the 
Morgan bank, which sought a declara- 
tory judgment under Rule T-10-B-3 im- 
plementing the Trust Indenture Act. 
This adjustment by the SEC, if granted, 
would permit the Morgan bank to act as 
trustee on Morgan Stanley issues with- 
out any question of a conflict of interest. 
William D. Embree and Lawrence Ben- 
nett of Millbank, Tweed & Hope, repre- 
senting the Morgan bank, called to the 
stand J. P, Morgan, Russell C. Leffeng- 
well, Charles D. Dickey, George Whit- 
ney, Thomas W. Lamont, Junius S. 
Morgan, and Arthur M. Anderson to de- 
scribe sales of the preferred stock which 
those holders had made since January 
Ist, when another hearing on conflict of 
interest was held before the SEC, rela- 
tive to the Shell Union Oil deal. At that 
time, it will be recalled, the Morgan bank 
asked for the hearing and then withdrew 
from the deal before final disposition of 
the case. Last month, the SEC passed 
the rule under which the May 23rd hear- 
ing was held. 


>» 
Higher Taxes May Cut I941 
Utility Net 12 Per Cent 


y= the utility companies showed 
a gain of about one per cent in net 


income for the twelve months ended 
March 3lst as compared with the cal- 
endar year 1940, according to Standard 
& Poor’s, the service forecasts a decrease 
of about 12 per cent for the calendar year 
1941, as compared with 1940. 

Some companies are reporting sub- 
stantial earnings gains, but others are 
showing declines. Our table of interim 
earnings reports (p. 745) reflects the 
numerous cross-currents in the industry. 

There should be some further growth 
in industrial sales of current for defense 
activity. Residential sales may also be 
stimulated by enlarged consumer pur- 
chasing power and record-breaking ap- 
pliance sales. (Electric range sales 
gained 55 per cent in March, and refrig- 
erators 41 per cent.) On the other hand, 
fuel costs and wages are rising, it is gen- 
erally assumed that the Federal normal 
income tax will be raised from 24 per 
cent to 30 per cent, and it also seems likely 
that the excess profits tax “ceiling” will 
be lowered. The composite result of 
these factors, according to Standard’s 
guess, may set utility earnings back to 
approximately the 1938 level. The net 
income of the industry in that year was 
only moderately above the depression 
levels of 1933-35. 


¥ 


A “Hedge” for Utility Stock- 
holders against Declining 
Earnings 


i disappointing trend of utility 
equities in relation to the general 


market appears due to continued SEC 
bombardment of holding companies with 
integration orders, rumors of new rules 
which would greatly restrict holding 
company income, and the leverage im- 
pact of increased taxes on future earn- 
ings. Eventually operating companies 
may obtain some relief through rate in- 
creases, but temporarily the plethora of 
adverse news and rumors, combined 
with pessimistic statements at the annual 
meetings, has sapped investors’ confi- 
dence. 

Present fears regarding severely ad- 
verse tax changes may prove exag- 
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gerated, and fears of overstrict SEC reg- 
ulations affecting holding company in- 
come may prove unfounded. However, 
long-term investors who are alert to the 
“wave of the future” in the industry may 
find it worthwhile to hedge against de- 
clines in equity earnings by switching to 
carefully selected holding company 
bonds or preferred stocks. Many of 
these appear to be selling far below their 
potential liquidating or redemption 
values, and should eventually be retired 
under the proposed SEC program. 


¥ 


Commodity Prices and Rising 
Costs 


ESPITE the strenuous efforts of 
Leon Henderson, Thurman Ar- 
nold, et al., to keep the lid on commodity 
prices, the accompanying chart prepared 
by Roger Wallace of Carl M. Loeb, 
Rhoades & Company, indicates that in- 
flation is thus far following the familiar 
pattern of 1915-16. The difficulty seems 
to be that restrictions in some quarters 
are more than offset by concessions in 
others, such as 85 per cent parity for 
farmers and the liberal wage increases 
granted to munitions workers. In lesser 
degree than in the case of England, we 
are also experiencing the leverage effects 
of high shipping costs on imported goods. 
Standard Oil Company of New Jersey 
and Socony-Vacuum are installing coal- 
burning apparatus in some of their 
plants, and it appears likely that eastern 
utility systems using fuel oil may have 
to follow their example. To the rising 
costs of fuel and the coal shortage threat- 
ened by recent labor troubles is added the 
current water shortage in the northeast- 
ern section, which has already led to the 
closing of some paper mills on the Hud- 
son river. 

Apparently, rising fuel costs have not 
yet become an important factor in the 
utilities’ income account, because of fuel 
on hand or contracted for; but from now 
on fuel may again prove an important 
war-time cost factor. In some cases 
contracts for the industrial load permit 
automatic rate increases, but this fea- 
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ture applies to the residential load in 
relatively few cases. 


> 


Price-earnings “Yardstick” for 
Utility Values 


N connection with the SEC integration 
I program, which may require the hold- 
ing companies either to sell or distribute 
to stockholders their investment holdings 
in a great number of operating compa- 
nies, large and small, there has recently 
been some renewed discussion regarding 
the proper price-earnings ratio or “yard- 
stick” to apply in arriving at estimated 
break-up values for the holding com- 
panies’ securities. 

A few weeks ago President Shea of 
the North American Company, in esti- 
mating the liquidating value of his com- 
pany’s common stock at 21, used a price- 
earnings ratio of 12; the subsequent de- 
cline in market prices might readjust the 
ratio to about 11. 

In the list (see p. 744) of 28 electric 
power and light operating company 
stocks are tabulated the price-earnings 
ratios, yields, annual revenues, and the 
market on which the stocks are traded. 
A few of the stocks are minority hold- 
ings in the hands of the public, such as 
New Orleans Public Service, West Penn 
Power, etc. The stocks are arranged in 
the order of the price-earnings ratios. 
It is evident from a glance at the table 
that the ratio has little to do with the 
yield, the size of the company as indicat- 
ed by revenues, or the fact that the stock 
may be listed or unlisted. While none of 
the eight stocks with the lowest price- 
earnings ratios are “Big Board” issues 
(one is on the Curb), nine stocks with 
the highest ratios are also not listed on 
the Stock Exchange; four are on the 
Curb and five over the counter. How- 
ever, it may be remarked that of the nine 
issues five (six until recently) represent- 
ed minority holdings in the hands of the 
public; and in some cases, it is possible 
that the holding companies may have had 
some interest either in bidding for addi- 
tional stock, or in maintaining a good 
market price. 
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FEDERAL RESERVE BOARD INDEX OF GENERAL INDUSTRIAL PRODUCTION 
AND 


OUR INDEX OF SENSITIVE COMMODITY PRICES 


FIGURE / 


LEGEND 
General industria! Production, 
Our index of Sensitive 


1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 


OUR INDEX OF SENSITIVE COMMODITY PRICES DURING THE WORLD WAR PERIOD 
AND DURING THE PRESENT WAR 


FIGURE 2 


Cam. M. LOEB. RBOaDss @ Co. 
1 mmoapwar wre ross 


1938 1939 1940 1944 1945 
Courtesy, Carl M. Loeb. Rhoades & Co. 


Under present’ depressed conditions, time-honored rule-of-thumb yardstick, 
the operating company stocks seem toad- “ten times earnings.” The fact that hold- 
here very closely, on the average, to the ing companies would average a much 
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lower ratio is doubtless due to (1) the 
many uncertainties involved in their sta- 
tus under the Utility Act and SEC in- 
terpretation thereof; (2) the fact that 
consolidated system earnings (generally 
used in price-earnings ratios) usually 
greatly exceed the actual cash income, 
and the difficulty in “timing” the future 
availability of these extra earnings; (3) 
the uncertainty regarding future release 
(through distribution of cash or securi- 
ties) of “liquidating values,” usually well 
in excess of market price, and the result- 
ing tendency to consider the holding 
company stocks in the same category 
with investment trusts and to place a 
heavy discount on liquidating values. 
However, now that holding companies 


are beginning to make active plans for 
selling or distributing operating com- 
pany equities, it is possible that the wide 
gap between the two classes of values 
may tend to narrow, particularly for 
those holding companies which announce 
definite programs. In these cases the 
senior securities will doubtless continue 
to edge higher, toward par or the redemp- 
tion price; the speculative preferred is- 
sues may gradually rise toward their 
liquidating value; and the common 
stocks, when of little or no value but 
perhaps entitled to some consideration 
because of their voting power, may re- 
main at nominal levels, while those with 
actual value will doubtless appreciate in 
price after senior securities are sold. 


e 


PRICE-EARNINGS RATIOS OF ELECTRIC POWER AND LIGHT 
OPERATING COMPANIES 


Iowa Public Service 

Public Service of Indiana* 
Missouri Public Service 
Sioux City Gas & Electric 
Michigan Public Service 
New Orleans Public Service 
Wisconsin Electric Power 
Indianapolis Power & Light 
Pacific Gas & Electric 
Southern California Edison 
Consolidated Edison 

Tampa Electric 

Newport Electric 

Bangor Hydro-Electric 

Boston Edison 
Commonwealth Edison 
Central Hudson Gas & Electric 
San Diego Gas & Electric 
Detroit Edison 

Cleveland Electric Illuminating 
Connecticut Light & Power 
Consolidated Gas of Baltimore 
West Penn Power 

Duke Power 

Fall River Electric 
Philadelphia Electric 
Hartford Electric 


Average for 28 companies 


Price 
Earnings 
Ratio 


1940 Where 
Revenues Stock Is 
(Millions) Traded 
5 Over-counter 
21 Over-counter 
Curb 
Over-counter 
Over-counter 
Over-counter 
Over-counter 
Over-counter 
NYSE 
NYSE 
NYSE 
Curb 
Over-counter 
Over-counter 
Boston S, E. 
NYSE 
Curb 
Over-counter 
NYSE 
Curb 
Over-counter 
Curb 
Over-counter 
Curb 
Over-counter 
Over-counter 
Curb 


Over-counter 


Dividend 
Yield 
About 


x 
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*New when issued. Reorganization should be completed by August Ist, it is expected, if 
participation by Midland United is approved by the Federal court. A dividend rate of about $1 
(about half of current earnings) would seem a logical expectation, affording a current yield 
of about 10 per cent. ; 
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INTERIM EARNINGS PER SHARE 


iS for End of 12-month Period 3-month Period 
com- Electric and Gas Companies Period 1940 1939 Incr. 1940 1939  Iner. 


wide fl american Gas & Elec. Consol. .....1. Mar. $297 $271 10% $23 $28 D18% 
values Amer. Power & Lt. (Pfd.) Consol. ... Feb. 6.50 6.49 ay os ee 
y for American Water Works Consol. ...... Mar. 111 117 D5 ; .33 
ounce Parent Co. .. ; ion 54 ny 10 
s th Boston Edison Mar. 2.40 2.22 : 88 
Pca Cities Service P. & L. (Pfd.) Consol. .. . son ie an 
itinue Parent Co. . 27.41 Pe ais 
lemp- Commonwealth Edison Consol. ....... : 2H = 2 : 75 
ed is- Com. & Southern (Pfd.) Consol. ...... ; 9.09 : : 2.92 
thei Consolidated Edison, N. Y. Consol. .... ; 2.11 : i 1.11 
ctr Parent Co.. Mar. 2.06 E ‘ YF 
mmon Cons. Gas of Baltimore Consol. ...... 3 4.25 5 F 1.41 
le but Detroit Edison Consol. ..........000- Mar. 8.68 : Se i 
ration Elec. Bond & Share (Pfd.) Parent Co. : 7.18 6. : 1.54 
Ay Te- Elec. Power & Lt. (Ist Pfd.) Consol. Nov. 8.42 5, : 1.33 
A Parent Co. Nov. ae 31 
> with Engineers Public Service Consol. ..... i 16a : 61 
ate in Parent Co. . , 56 x “2 
ld. Federal Light & Traction Consol. .... , 2.02 
Inter. Hydro-Elec. (Pfd.) Consol. ... : 1.66 
Long Island Lighting (Pfd.) Consol. .. 4 5.86 
Parent Co. . 6.79 
Middle West Corp. Consol. .......... Dec. 1.20 
Parent Co. _ 53 
National Power & Light Consol. ...... Nov. 1.39 
Parent Co. ... : i 
“~ Niagara Hudson Power Consol. ...... ‘ "73 
k Is North American Co. Consol. ......... . 2°00 
ded Parent Co. ..... . 1.52 
counter Nor. States Pwr. (Del.) Consol. (Cl. A) ’ 3.28 
counter Pacific Gas & Electric Consol. ........ : 2.54 
Public Service Corp. of N. J. Consol. .. : 2.47 
counter Parent Co. ‘ 2.44 
counter Southern California Edison Parent Co. ‘ 2.27 
counter Stand. Gas & Elec. (Pr. Pfd.) Consol. ‘ 9.79 
counter Parent Co. 
counter United Gas Improvementt Consol. ...... 
} Parent Co. 
: United Lt. & Power (Pfd.) Consol. .. 
, Parent Co. 
Gas Companies 
counter American Light & Traction Consol. . 
counter Brooklyn Union Gas 
1S.E Columbia Gas & Electric Consol. .... 
4 Parent Co. . 
El Paso Natural Gas Consol. ........ 
counter Bone Star: Gas Consol. 25 -cccesccces 
Oklahoma Natural Gas 
Pacific Lighting COnmsOl, .ccccecccs se 
counter Peoples Gas Light & Coke Consol. .. . 
United Gas Corp. (1st Pfd.) Consol. .. : 
counter Parent Co. Nov. 
Telephone and Telegraph Companies 
counter American Tel. & Tel. Consol. ........ Feb. 
counter Parent Co. ..... Mar. 
General Telephone Consol. .......... Mar. 
counter Western Union Tel. ..........c.0000% Mar. 
Systems outside United States 
Amer. & For. Pwr. (1st Pfd.) Consol. Dec. 
4 it Parent Co. Dec. 
cted, Inter. Tel. & Tel. Consol. ..........4- Dec. (a) 


* mM EGOS CO. se cckes Dec. 


C 
= 
4 

v7) 


D—Deficit or decrease. (a) Earnings are exclusive of certain subsidiaries. 
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What Others Think 


Are Utilities Better Prepared 
For War Than in 1916? 


nN the last World War the utilities 

found themselves operating under 
rigid franchise rate requirements. These 
became veritable strait-jackets as eco- 
nomic factors began to bear down on the 
vital public services. The result was 
legislation under which the government 
took over the railroads temporarily. 
Other utilities came through after ex- 
tremely difficult experiences. 

In a discussion before the New Eng- 
land Gas Association, meeting in Boston 
on March 29, 1941, Clyde O. Ruggles, 
professor of public utility management 
and regulation of the Harvard School of 
Business Administration, stated: 


A few concrete facts regarding the ob- 
stacles which the utilities faced in the last 
war will make it clear that they were being 
called upon to perform economic miracles. 
Copper prices, and those of structural steel 
shapes, for example, rose more than three- 
fold in the year 1917. The prices of other 
steel products were four to six times higher 
during the war than they had been in 1915. 
Prices of practically everything the utilities 
used advanced sharply, but the prices at 
which the public utility could sell its services 
were extremely difficult to change. State 
commissions with more or less control over 
utilities other than railroads had been in 
existence but a very short time when World 
War I broke out. The pioneer commissions 
of this type were New York and Wisconsin, 
both organized in 1907. These new state 
commissions came into existence in response 
to an urgent demand to reduce public utility 
rates. 


Of course, from 1907 to 1916 the 
trend in utility rates had been generally 
downward—which made the then new 
state commissions quite popular. When 
commissions attempted to increase rates 
during the war, they became rather un- 
popular. 

As a result, increases in rates were 
difficult because of this political pressure, 
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although some advances were made near 
the close of World War I. 


_ present defense effort places a 
special burden on utilities because 
of modern mechanized technique in war- 
fare. Equipment rather than man power 
is the principal weapon of modern Mars. 
The government has already recognized 
that it must carry the economic risk in- 
volved when it calls upon industry to 
build special plants for defense work. 
But utilities which serve in a secondary 
(although no less vital) capacity do not 
make contracts directly with the govern- 
ment. Hence the risk involved in expand- 
ing utility plants to serve war industries 
must be recognized by the state utility 
commissions. Professor Ruggles stated: 


It ought to be clear to the man in the street 
that the burden of national defense should 
be borne by taxpayers and not by public 
utility ratepayers. It has taken several cen- 
turies for the world to evolve the theory of 
taxation which is now accepted as sound, 
that men should pay taxes in accordance with 
their ability to pay. It is violation of this 
principle of taxation to call upon the rate- 
payers of a public utility to absorb the final 
burden which is involved in the expansion 
of public utility facilities to serve national 
defense needs. The extension of public 
utility facilities will be made primarily to 
serve large industries taking war orders. Yet 
these very customers may be able to shift the 
burden of such expansion back onto the pub- 
lic utility in the post-war period, because 
they may be able to install their own power 
plants if it is an electric company, or at least 
be able to secure some substitute service for 
that of the public utility service. This will 
be especially true if the utilities’ rates con- 
tinue to be higher after the emergency than 
the cost to industries of some other arrange- 
ment to meet their needs. But the utility 
consumers who have little economic choice, 
especially the domestic consumers, have no 
such escape. It is precisely this class which, 
on the basis of ability to pay, should not be 
called upon to shoulder the cost of national 
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WHAT OTHERS THINK 


defense which should be borne by taxpayers. 


One silver lining in the war clouds now 
confronting the utilities is the availability 
of more elastic rate technique: sliding- 
scale coal clauses, tax clauses, and other 
escalator clauses through which utilities 
can obtain some financial relief as costs 
rise (although the recent opinion of the 
Massachusetts Department of Public 
Utilities in the Lawrence Gas & Electric 
Company Case threw out an attempted 
elastic tax clause, see 38 PUR(NS) 89. 

Another favorable factor mentioned 
by Professor Ruggles is the so-called 
“negotiated rate” procedure by which 
commissions can adjust utility rates dur- 
ing an emergency while more deliberate 
and final rate procedure is still pending. 
A number of the state utility laws now 
provide for granting such temporary rate 
relief, although some of them were 
originally amended with the idea of driv- 
ing rates down during the depression 
rather than boosting them during an in- 
flationary defense boom. 


HERE is much more control by regu- 
latory bodies over utilities than 
there was during the last war. In some 
states, commissions even decide when the 
expansion of a utility’s plant is justified. 
Such responsibility, in the opinion of 


Professor Ruggles, calls for commissions 
which are more ably staffed and 
adequately financed than has been true to 
date. Unfortunately, the recent trend has 
been towards economy in state regulatory 
expenditures (as contrasted with Fed- 
eral regulatory expenditures). Along this 
line the speaker observed that the state 
commissioners’ salaries have never been 
adequate, with a very few exceptions, to 
attract the personnel ability which we 
ought to have. This is true not only with 
respect to commissioners but to key staff 
members. 

Balancing the situation as of today, 
with that of World War I, by way of 
summary Professor Ruggles concluded: 
(1) To our credit, we no longer expect 
utility rates to remain frozen while the 
cost of everything else goes up; (2) 
mechanized warfare will place special 
burdens on utilities which taxpayers as 
distinguished from ratepayers ought to 
bear; (3) that the legal machinery for 
emergency rate adjustment is better to- 
day than in 1916; (4) that state commis- 
sions ought to be better equipped to care 
for their increased responsibilities. 
Pustic UTILITIES AND THE EcoNoMIcs oF Na- 

TIONAL DEFENSE. Discussion by C. O. Rug- 


gles before New England Gas Association. 
Boston, Mass. March 29, 1941. 





Rearmament and the 


HE emphasis recently placed by 

President Roosevelt on the impor- 
tance of stepping up production of air 
bombers keeps the white light of public- 
ity on the condition of the nation’s elec- 
tric power reserve. More bombers mean 
more aluminum production. And more 
aluminum production means greater elec- 
tric power demand. 

Of course, electric power is not the 
only element that goes into the manufac- 
ture of aluminum—even though some 
statements about the aluminum shortage 
would seem to.give that impression. The 
gathering, grading, and shipping of the 
raw mineral deposit—bauxite—is an 
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Defense Power Pool 


equally important and critical problem in 
stepping up America’s aluminum supply. 

Nevertheless, more power for more 
aluminum is a requirement which must 
be handled skillfully, coming as it does 
on top of the burden which the general 
defense activity has placed upon the na- 
tion’s generating facilities. And all this 
comes just at the time when the rapid 
construction and installation of additional 
generating equipment is hampered by the 
priority of defense orders on the equip- 
ment manufacturers. 

Naturally, this situation was a subject 
which demanded the attention of the re- 
cent Midwest Power Conference of the 
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WHAT OTHERS THINK 


American Institute of Electrical En- 
gineers, held at the Palmer House in 
Chicago. The addresses of two excep- 
tionally well-qualified speakers dealt 
with this important matter: Major 
Charles W. Leihy, who until his recent 
call to active service in the Army was the 
editor of Electric Light and Power, and 
Roger B. McWhorter, chief engineer of 
the Federal Power Commission. 


AJoR Leihy spoke of the formation 
M of a national power pool in which 
the electric industry should be considered 
not as individual plants, systems, or 


areas which in total comprise the 48 states. 
The relationship of this capacity to defense 
needs and requirements of each of these 
areas involves consideration of the trans- 
mission facilities which in effect make ca- 
pacity available when, where, and in the 
quantities needed for practically any local- 
ity. Thus geographic distribution of* ca- 
pacity plus transmission facilities provides 
a flexibility that aids defense planning by 
eliminating restrictive considerations involv- 
ing the availability of power. It makes pos- 
sible advantageous location of defense pro- 
duction facilities solely from the stand- 
point of the proximity of fuel, raw mate- 
rials, labor, or other important factors. 


The speaker observed that complete in- 


groups, but as a combination of power tegration is not already a fact to the ex- 
reserves which will supply the essential tent that there is a vast reservoir of power 


ingredient of industrial expansion. For- 
tunately, said Major Leihy, the power in- 


that can be tapped at will. But technical 
coordination is so well advanced that it 


dustry is well prepared to meet the re- 40 be readily accomplished. Referring to 
quirements of the defense program and 2 ™ap of power facilities recently pub- 


our power pool, together with an essen- 


lished in Electric Light and Power, Ma- 


tial margin of reserve, is a most impor- jor Leihy pointed out that our country 
tant element in our national defense. ¢ast of the Mississippi is divided into five 


Modern warfare must be measured by regional networks—each being the out- 
more power, multiplied by machine growth of economic and technical trends. 


power. Here America has the advantage 
in that each worker in the United States 
commands or controls some 5 horsepower 


The first comprises the New England 
states, less Maine; the second the New 
York area; the third the Central Atlan- 


f producti hi d_ tic; the fourth Middle Central; and the 
ma a ‘onan aes oF Ee oe fifth the Michigan heavy industrial area. 


worker. Major Leihy continued : 
Just what is this power pool? Briefly it 


stations, supplemented by numerous small- 
er plants and industrial power stations which 
aggregate at present slightly over 40,000,- 
000 kilowatts in available capacity. The 
plants which comprise this reservoir of 
power vary from the modern, high-efficiency 
station which turns out a kilowatt hour for 
every pound of coal burned to the technical- 
ly obsolete stand-by plant, the operation of 
which makes the company treasurer moan 
with anguish. But all are available to turn 
out usable kilowatt hours on relatively ‘short 
notice. In addition to the existing impres- 
sive array of capacity, there is at present 
under contract almost 7,000,000 kilowatts 
of new plants which, deducting for obso- 
lescence, will bring the country’s power ca- 
pacity up to a total of 46,000,000 kilowatts in 
round figures by the end of 1942. 
Defensively this capacity is a tremendous 
asset, primarily because it is well distributed 
geographically. Early this year the Federal 
Power Commission initiated a study of the 
relationship between available capacity and 
peak requirements for approximately 50 
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HERE has also been a tendency to 
‘ make each locality more self-suffi- 
consists of some 900 large, modern power jent with respect to power supply which 


helps out in the integration process. The 
speaker pointed to the New York power 
grid as a well-developed power supply 
area. He stated: 


The transmission backbone extends from 
Buffalo to New York city. At either end 
steam capacity can be installed to gain the 
advantages of low-cost, water-borne fuel and 
adequate supplies of cooling water. In the 
west and north of the area, large quantities 
of water power, both developed and po- 
tential, are available. The three main load 
areas, Buffalo, central New York state, and 
the New York metropolitan area, not only 
have ample load supplies but can rely upon 
capacity of the others in an emergency, the 
central New York load being carried mainly 
with hydro power while the two extremes 
are carried by local steam plants. Power 
exchange for maximum economy and, re- 
liability is made possible by the transmis- 
sion system, which is now well developed 
and grows primarily as new ties are justi- 
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fied—not so much for their continuous 
power-carrying capacity as they are for 
their ability to decrease the need for rolling 
reserves, for increasing reliability, for pro- 
viding a means of economical power 
exchange. 


Of course, this system is not perfect. 
Major Leihy said that there were places 
where more capacity is imperative. This 
condition is being taken care of by a pend- 
ing building program, as well as the re- 
cent defense power pool worked out with 
the Dominion of Canada for treaty modi- 
fications which will permit the greater use 
of water from the Niagara river. 

Planning power for the nation’s de- 
fense effort is a difficult task. It is easy 
to estimate how much additional peak is 
involved in the increase of a given heavy 
industrial activity, such as stepping up 
steel production or aluminum production. 
But it is almost impossible to estimate 
load increases from smaller plants which 
accept subcontracts for parts and sup- 
plies. 

The speaker believed, however, that the 
load would be taken care of without any 
serious dislocation. He said: 

In my personal opinion, the characteristics 
of existing systems plus the construction 
program in new capacity will be ample pro- 
tection against power shortages. Inherently, 
present-day power systems have consider- 
able resiliency due to the fact that the cur- 
rent load factors are about 35 per cent. In 
other words, each kilowatt of capacity today 
is used about one-third of the time. Taking 
time out for necessary maintenance, and 
reserves for stand-by, there is still a wide 
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margin of capacity that could be utilized 
by staggering shifts, controlling peaks on 
heavy demand industries. There are in- 
herent reserves in the ability of the trans- 
mission system to supply temporary de- 
ficiencies to other areas affected either by 
high-peak demands or breakdown. In the 
last war it was a fuel shortage augmented 
by lack of transportation facilities that was 
more of a limiting factor than any one 
other in adequate power supply. That dif- 
ficulty can be overcome this time by en- 
larging fuel storage at important industrial 
centers. 


Me Leihy also gave a warning 
against sabotage. He said that 
man-made troubles in the form of sabo- 
tage are a greater threat to the continu- 
ous flow of the nation’s vital power sup- 
ply than any shortage of capacity. He 
urged more effective fencing and guard- 
ing of power stations. He said: 


In this connection, the development of 
radio dispatching of trouble and _ patrol 
crews offers considerable possibilities and 
should be given attention by both the opera- 
tors and the regulatory agencies which al- 
locate frequencies for emergency services 
of this type. Another protective measure 
which is only just beginning to develop is 
the use of mobile equipment. Portable sub- 
stations, large in capacity, but small in 
physical size, can be mounted on modern 
trailers and quickly connected for emer- 
gency or temporary service. Many systems 
already have several such units. Portable 
power stations are now being subject to in- 
tensive development work. Such power 
plants may be installed upon a barge or flat 
car suitable for quick transportation to 
points of trouble. As an example of what 
is possible, upon two standard, flat cars, a 
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steam plant of 10,000 kilowatts can be 
mounted, assuming of course that cooling 
water is available along the railroad spur 
where the plant is to be spotted. Internal 
combustion engines of large capacity and 
compact design, such as used for modern 
aircraft, likewise offer possibilities in this 
direction. 


It is also necessary to plan for rapid 
service restoration in event of trouble. 
This alone may develop into a highly spe- 
cialized type of priority planning. If, 
for example, successful enemy action 
should knock out a portion of a power 
supply in a given area, plans must be 
made for the allocation of the remaining 
supply, according to a schedule that will 
weigh the respective necessities of hos- 
pitals, transportation systems, refrigera- 
tion, alarms, and radio stations. 

The redirection of power to put into 
effect such rationing of supply is another 
form of technical planning which the in- 
dustry, together with the military offi- 
cials, must consider and are considering. 

But there is one aspect of stepping up 
power capacity for defense purposes 
which differs from the acceleration of 
other industrial activities. That is the 
problem of what to do about investment in 
such additional capacity after the military 
need for it has passed. Airplane factories 
can turn from military to commercial 
operations. Tank factories can turn to 
building tractors, shells can be turned into 
ash trays, pots, pans. But when no one 
wants a kilowatt hour it has to stand 
around idle, eating up the owner’s income 
in the form of taxes, depreciation, obso- 
lescence, and maintenance. 


"wer Leihy estimated that if half 
of the 7,000,000 kilowatts now be- 
ing installed are in excess of peace-time 
requirements, the idle three or four mil- 
lion kilowatts costing $125 each will eat 
$715 a year, or a total board bill of 
around $75,000,000 annually. These 
figures represent a serious financial prob- 
lem for management faced with curtailed 
income due to lowered industrial demand. 
It will require critical examination of 
what we have been taught to believe 
about economic fundamentals. It is one 
thing to set up a rate structure for a 
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growing system—another to provide one 
for an overgrown system. 

Maybe the industry will turn to space 
heating in milder climates, although the 
speaker just mentioned this as a possi- 
bility. One thing, he said, is certain. If 
new rates and loads must be developed to 
shift the excess capacity to residential 
areas in the future, when it is no longer 
needed for defense distribution, systems 
in residential areas will have to be over- 
hauled to handle far higher load densities 
than they do today. He said that now, 
while income is up and money is not too 
hard to obtain, would be a good time for 
companies to take steps along this line 
with the idea of handling future resi- 
dential loads without makeshift innova- 
tions, 


‘ba address of Mr. McWhorter, 
chief engineer of the FPC, dealt 
mostly with hydroelectric power and its 
relation to the national emergency. Ow- 
ing to the national defense program, pro- 
duction of electricity in the United States 
during the first quarter of 1941 was 124 
per cent greater than the similar period of 
1940, and 25.3 per cent greater than 1939. 
The greatest period of industrial activity 
in the history of the nation is in the offing. 
It is too early to speculate on the ultimate 
peak; but there must be no shortage if 
our program of rearmament is to succeed 
in fullest measure. Hydroelectric plants 
have been a fairly young development on 
a large scale in the United States electric 
industry. Prior to 1900 there were few 
such plants. A number were built be- 
fore and during the first World War; 
but it was during the decade from 
twenty to thirty that development of 
water power resources was actively 
promoted. 

Mr. McWhorter included as an ex- 
hibit in his paper before the Mid- 
west Power Conference a chronological 
table showing hydroelectric development 
since 1920 (page 754). The FPC, pur- 
suant to instructions issued by the Presi- 
dent a year ago, has been estimating in- 
crease in power demands, with special 
consideration of national defense needs. 
The FPC obtains and compiles monthly 
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returns from principal systems through- 
out the nation. These returns constitute 
the basis of monthly reports of the com- 
mission, which likewise collects monthly 
information from manufacturers of elec- 
tric and hydraulic equipment, as well as 
from industrial establishments on the 
same subject. Every major interruption 
of service is reported to and investigated 
by the commission, 

The national defense program has pro- 
vided a fortuitous outlet for the large 
power supply brought into existence by 
the Federal public power program. Mr. 
McWhorter stated on this point: 


Hydroelectric power from the Niagara 
Falls and Massena plants in the state of 
New York, from the’ TVA plants in the 
Tennessee valley, and from the Bonneville 
and Grand Coulee plants on the Columbia 
river, is proving to be of special value in 
furtherance of the national defense program, 
particularly as power from each of these 
sources is used for the manufacture of 
aluminum. At Alcoa, Tennessee, the power 
demand when aluminum plants are operated 
to capacity is about 265,000 kilowatts, and 
a large part of the power so required is 
supplied by the Tennessee Valley Author- 
ity. About 500,000 kilowatts of hydro power 
is available at Niagara Falls, including 
power transmitted into New York state 
from the Canadian side of the Niagara riv- 
er. The entire output of the Massena plant, 
supplemented by large importations of hy- 
dro power from Canada, is used for the 
manufacture of aluminum. In the Pacific 
Northwest 222,500 kilowatts of Bonneville 
and Grand Coulee power is under contract 
to the Aluminum Company of America and 
the Reynolds Metals Company for the pro- 
duction of aluminum. All of the larger 
TVA hydroelectric plants except those at 
the Hales Bar and Wilson dams have been 
constructed during the past eight years, as 
have the Bonneville and Grand Coulee 
plants. Thus hydroelectric power of best 
quality, which has become available in re- 
cent years as a result of the government’s 
public power program, is now performing a 
vitally important function. 


I‘ preparing for the future, the FPC 
has looked into about 70 multipurpose 
hydro projects which “appear to have 
sufficient merit” to warrant their con- 
struction. These studies indicate that an 
annual energy output in excess of 7,000,- 
000,000 kilowatt hours could be obtained 
from this source. Of course, the time 
lag between construction and operation 


which is so considerable in hydro develop- 
ment is an offsetting factor for short- 
length purposes. 

However, in areas where the need for 
additional power within the next four to 
six years is definitely foreseen (whether 
for national defense or normal load 
growth), consideration should be given 
to early development with due regard for 
economic and engineering factors. In 
this connection, by-product benefits of 
flood control and navigation are elements 
to be weighed. 

Mr. McWhorter reviewed a number 
of large hydro plants now under public 
construction, including Watts Bar, Ft. 
Loudoun, and Cherokee projects in the 
TVA area, aggregating more than 200,- 
000 kilowatts, and an additional capacity 
of 236,000 kilowatts to be installed in 
existing TVA plants (Wheeler, Wilson, 
and Pickwick) on the Tennessee river. 
The Kentucky project, also on the Ten- 
nessee river, is expected to be completed 
in 1945, bringing into production the 
largest and lowermost of the TVA main 
river projects. 

Mr. McWhorter mentioned the Nan- 
tahala Power & Light Company (sub- 
sidiary of Aluminum Company of Amer- 
ica) which is building two projects of 
about 64,000 kilowatts. The Santee- 
Cooper project in South Carolina, sched- 
uled for completion early in 1942, should 
bring in about 130,000 kilowatts. Big- 
gest of all is the mammoth Grand 
Coulee project on the Columbia river, 
which will have an ultimate installation 
of eighteen 105,000-kilowatt units. This 
will be joined to the ultimate Bonneville 
installation which will bring the latter up 
to a total capacity of 518,000 kilowatts. 


ipa Bureau of Reclamation, accord- 
ing to Mr. McWhorter, is construct- 
ing the Shasta project on the Sacramento 
river in California. This will be avail- 
able some time in 1944 and will have a 
capacity of 375,000 kilowatts. The FPC 
has recently authorized construction by 
the Pacific Gas and Electric Company of 
projects on the Feather river in Califor- 
nia, which will total 148,000 kilowatts, 
scheduled for completion in 1943. Re- 
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cently completed was the Pensacola 
project on the Grand river in Colorado 
with an initial installation of 56,000 kilo- 
watts, and the Kingsley reservoir on the 
North Platte in Nebraska of 75,000 kilo- 
watts soon to be completed. Boulder dam 
will install eight 2,500-kilowatt units by 
1942 and Parker dam (below Boulder 
dam) will install four 30,000-kilowatt 
units by 1943. 

Mr. McWhorter also mentioned the 
Bullshead project on the Colorado river 
for which Congress recently refused ap- 
propriations to the Bureau of Reclama- 
tion ; the Bluestone reservoir on the New 
river near Hinton, West Virginia, which 
will be partially used for power; the 
Clark’s Hill project on the Savannah 
river above Augusta, Georgia, which is 
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being given active consideration ; as well 
as the large Wolf Creek reservoir project 
on the Cumberland river in Kentucky. 
The St. Lawrence seaway-power pro- 
posal, now marking time, is another 
source of possibly augmented supply in 
the more distant future. Mr. McWhorter 
went on to say that the advantages of 
having hydroelectric plants for opera- 
tion in combination with other sources of 
power has been abundantly demonstrated 
by the experience of both private and pub- 
lic power industries. The speaker regretted 
that occasional efforts have been made to 
reflect on the economic performance of 
hydro power. He pointed out that nearly 
four-fifths of hydroelectric installations 
in this country are operated by private 
ownership, and are especially valuable in 
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PRODUCTION OF ELECTRIC ENERGY FOR PUBLIC USE 
IN THE UNITED STATES 


1938 
1939 
1940* 


Total 
Kilowatt 
Hours 
43,334,282,000 

65,751,137,000 
95,925,226,000 
94,651,597,000 
90,728,821,000 
82,376,772,000 
,7 36,229,000 
90,805,524, 
98,464,073,000 
112,181,242,000 
121,836,813,000 
116,681,423,000 
130,336,050,000 
144,965,000,000 


* Preliminary. 


Hydro Plants 
Kilowatt 
Hours 
15,949,050,000 
22,233,423,000 
33,190,745,000 
31,737,724,000 
29,579,863,000 
33,321,857,000 
34,058,562,000 
33,713,222,000 
39,034,152,000 
39,516,274,000 
44,489, 183,000 
44,834,410,000 
44,021,631,000 
47,742,000,000 


e 


Fuel Plants 
Kilowatt 
Hours 

27,385,232,000 
43,517,714,000 
62,734,481,000 
62,913,873,000 
61,148,958,000 
49,054,915,000 
50,677,667,000 
57,092,302,000 
59,429,921,000 
72,664,968,000 
77,347 ,630,000 
71,847,013,000 
86,314,419,000 
97,223,000,000 


Hydro 


Generation 
Per Cent of 


Total 


36.8 
33.8 
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taking care of defense needs such as 
aluminum production. 


nN 1940 more than 400,000,000 pounds 
I of new aluminum was produced in 
the United States, as compared with a 
little more than 327,000,000 in 1939. It 
is expected that aluminum production 
will reach the total of nearly 700,000,000 
pounds by July, 1941, and more than 
800,000,000 pounds by July, 1942. Ap- 
proximately 10 kilowatt hours of electric 
energy are consumed in the production 
of each pound of aluminum. Therefore, 
within the next eighteen months the 
aluminum industry alone will be consum- 
ing about 8,250,000,000 kilowatt hours a 
year. 

And the time is not far distant 
when the annual requirement of the 
aluminum industry will go over the 10,- 
000,000,000 kilowatt-hour mark. 

It would follow from this that alumi- 
num can be manufactured only in lo- 


calities where abundant and cheap hydro- 
electric power is procurable. And since 
hydro sites are not always located near 
centers of established and well-populated 
communities, they become ideally suited 
for servicing of such specialized indus- 
tries as aluminum manufacturing. Mr. 
McWhorter said “we may well wonder 
what the situation as to aluminum sup- 
ply would be at this critical time had not 
cheap hydro power been available in 
quantity.” 

As for the future, nearly 2,000,000 
kilowatts in hydroelectric capacity is un- 
der construction or definitely planned, as 
compared with about 4,400,000 kilowatts 
in steam plants. This would indicate that 
there will not be much change in the ratio 
between the nation’s hydro and steam in- 
stallations in the near future. Mr. Mc- 
Whorter suggested that no great change 
would probably come even over a longer 
range with a possible small edge in favor 
of hydro. 





“EXCESSIVE taxation defeats its own purpose, partly by evasion, but 
more largely by strangling personal and business activities.” 
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—DANIEL W. BELL, 
Under Secretary of the Treasury. 
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Public Power Advocates 
Hit Hetchy Lease 


AN public hearings called by Secretary of In- 
terior Ickes to determine whether or not 
he should approve the leasing of private utility 
facilities by the city of San Francisco, FPC 
Chairman Olds and the Department of Interior 
power chief, Abe Fortas, appeared in opposi- 
tion. 

Chairman Olds declared that the proposal to 
lease Pacific Gas and Electric Company facili- 
ties in San Francisco to the city is “wholly 
worthless in law and in principle.” He said 
the agreement “is patently nothing more than 
an attempt to evade terms of the Raker Act, 
and by a legalistic and technical device to cloak 
such evasion with a semblance of legality.” Mr. 
Fortas also urged Secretary of Interior Ickes 
to disapprove the plan. suggesting that it would 
have the effect of giving the Pacific Gas and 
Electric Company a monopoly on marketing 
power from Central valley projects. 

The tenor of the hearings was such as to 
lead observers to believe that Secretary Ickes 
would disapprove the lease. In that event, it 
was expected that arrangements would be made 
for the calling of another municipal owner- 
ship election in San Francisco. Voters of that 
city, however, have eight times turned down 
proposals along that line within recent years. 

Along another public power front in Cali- 
fornia, the Interior Department was success- 
ful in having the House of Representatives in- 
clude an item of $5,000,000 in its appropria- 
tions bill for beginning work on Bullshead dam 
on the lower Colorado river below Boulder. 
—- cost of the project would be $41,200,- 


The March of 
Events 


Praises Voluntary Bid 


H“ by the Federal Power Commission 
as an important development in power 
policy, the Bellows Falls Hydro-Electric Cor- 
poration, a part of the New England Power 
Association system, recently filed an applica- 
tion for a license to operate and maintain its 
large hydroelectric plant on the Connecticut 
river. 

The commission said the application was 
pursuant to its order of March 4th, which held 
that the Connecticut river, from its mouth to 
and beyond, Bellows Falls, was a navigable 
water of the United States and directed the 
company to seek a license for the development. 
Chairman Leland Olds of the FPC said: 

“This action marks the first instance in 
which a major utility company operating a 
large unlicensed project has complied with 
the commission’s order that it apply for a 
license without first exhausting its right to 
have the order reviewed by the courts. If 
other companies follow this enlightened _deci- 
sion to cooperate with the government in the 
procedure established by Congress for conserv- 
ing the country’s water power resources, years 
of unnecessary and costly litigation may be 
avoided.” 


Heads FWA Publicity 


M L. Ramsay was recently named director 
eof information of the Federal Works 
Agency by Administrator John M. Carmody. 
Ramsay was formerly director of the infor- 
mation and research division of the Rural 
Electrification Administration. 

He succeeded Forrest Allen, on furlough 
as Naval Reserve officer. 


Arkansas 


Expected to Rush Plant 


EVOCATION by the Federal Power Commis- 
Rosicn of the Arkansas Power & Light Com- 
pany’s license to build Blakely mountain dam 
means earlier construction than had been 
planned of a 30,000-kilowatt steam-operated 


generating plant in the “sour gas” fields of 
south Arkansas, company officials indicated 
recently. 
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Notice that the commission had revoked the 
Blakely dam license was received by C. 
Lynch, executive vice president, early last 
month. Efforts of the company were then con- 
centrated on an application filed recently with 
the state department of public utilities asking 
a certificate of convenience and necessity to 
build the steam-operated generating plant. 

Authority to spend $3,000,000 to construct 
the 30,000-kilowatt steam power plant was 
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granted to the company by the state commis- 
sion at the conclusion of a 4-day hearing on 
May 15th. 

The company had sought permission to com- 
plete the Blakely dam late in 1946, the earli- 
est date estimated it would be needed, but the 
Power Commission did not see fit to grant the 
extension. More than $1,000,000 had been in- 
vested by the power company in the Blakely 
mountain project in engineering studies, land 
purchases, and construction, Mr. Lynch said. 
He stated that the dam was to have been the 
last of three planned on the river in a program 
of power development and flood control. Mr. 
Lynch said: 

“The reason for putting the steam plant in 
the sour gas fields ahead of Blakely was to 
enable the company to codperate with Gov- 
ernor Adkins and others in their efforts to de- 
velop this new resource. At present gas is be- 
ing wasted. The governor said the gas must be 
used or returned to the ground. We realized 
that by building a generating plant to use the 
gas for fuel it would be possible to still get this 
valuable distillate. 

“Another reason for putting the steam plant 
first was that it would, produce a continuous 
firm power twenty-four hours a day, while the 
Blakely power would be most valuable for 
peaking purposes. The need for the immedi- 
ate future is for firm power and we could 
produce this best in the steam plant in the 
gas fields.” 

The state commission also granted a condi- 
tional permit to extend the company’s Bates- 
ville-Norfork dam high-voltage transmission 
line from Norfork to interconnect with the 
Empire District Electric Company system in 


scuthern Missouri. The cost was estimated 
at $500,000. 

An application for authority to construct 
the proposed Blakely dam on the Ouachita 
river near Hot Springs, estimated to cost 
$6,500,000, was deferred for future action. The 
commission expressed doubt that it had ju- 
risdiction to pass on this request. 

Access to the Arkansas Power & Light 
Company’s records was denied to state utili- 
ties department accountants making a general 
investigation of company operations, the com- 
mission said recently in an order which desig- 
nated E. B. Thomas, its senior accountant, to 
examine the records. The charge was denied 
by representatives of the power company. 

Staff members of the state utilities depart- 
ment and the Federal Power Commission re- 
sumed a joint investigation at Pine Bluff, 
headquarters of the utility company, some 
time ago. Chairman Ben E. Carter said the 
state commission wanted to complete the 
general investigation this year. 

The order said that Mr. Thomas “may 
compel the production before him of any and 
all records, books, papers, files, documents, 
contracts, correspondence, agreements, or ac- 
counts of the said Arkansas Power & Light 
Company and of its predecessor companies and 
of its present and former officers and em- 
ployees, which are now in the possession of 
said company, necessary for the investigation 
of the original cost and of the present value 
of the electric properties.” 

The senior accountant was authorized to 
request assistance from other department em- 
ployees and “avail himself” of the assistance 
of FPC engineers and accountants. 


California 


light, and, power charges to city departments, 


Closer Control Urged 


M™ direct control by the people of Los 
Angeles of the water and power depart- 
ment, with a relationship similar to that be- 
tween stockholders and private corporations, 
was recommended in a 287-page report sub- 
mitted to Mayor Bowron by the bureau of 
budget and efficiency. 

The study covered financial relationship 
with the city government and analysis of water, 


and fire hydrant rentals. It was prepared un- 
der the supervision of Director Roy Knox of 
the budget bureau. 

Knox said it was proposed that the mayor, 
city council, and water and power department 
work out a program of policies and practices 
to be incorporated in the city charter, which 
will establish permanently the financial rela- 
ticnship between the city government and its 
municipal utilities on a businesslike basis. 


Indiana 


To Buy Electric Utility 


| bygrorse was.granted authority to buy its elec- 
tric utility from the Public Service Com- 
pany of Indiana in a recent opinion by the In- 
diana Supreme Court. 
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The utility company, in an appeal from Boone 
County Circuit Court, charged error in the 
amount of damages resulting from condemna- 
tion proceedings brought by the city. In up- 
holding a verdict of the lower court, the 
supreme court also denied the company’s con- 
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tention it should be paid for its franchise and 
upheld the city’s right to buy the Public Serv- 


ice Company’s electric utility property for 
$210,000. 


Massachusetts 


Offers to Buy Power Units 


HE Boston Edison Company recently of- 

fered to buy the Boston Elevated Rail- 
way’s two power stations for $7,400,000. At 
the same time it proposed to make a 20-year 
contract at 7.6 mills per kilowatt hour to sup- 
ply the railway its requirements for electric 
power. 


The offer followed the recommendation of 
the state department of public utilities that the 
transaction be effected. President Comerford 
of the Boston Edison Company, in a written 
offer to the Boston Elevated Railway, stated 
that it appeared also that the Federal author- 
ities believe such a transaction would be in 
furtherance of the defense program for that 
area and therefore desirable. 


Michigan 


Gas Penalties Bill 


EPRESENTATIVE Frank J. Calvert, of High- 
Ritand Park, recently sought to pry out of 
committee the Calvert-Stanley-Walsh bill to 
limit gas companies to a 10 per cent delinquent 
payment charge against their customers. 

Introduced early last month, the bill had 
been in the house committee on public utili- 
ties. Calvert made a motion on May 14th to 
take the bill from this committee and refer 
it to the judiciary committee, which was study- 
ing affiliated questions. 

Calvert said the time was limited and that 
the public utilities committee had not met this 
session. “The judiciary committee has the 
same general subject matter in another bill 
— properly could study both proposals,” he 
s 


aid. 
Myles F. Gray, clerk of the house, informed 
Calvert that a written notice had to be filed 
to try to discharge a committee from con- 
sideration of a bill. Such attempts are con- 
sidered against legislative precedent, but Cal- 
vert said he would prepare a written notice. 


Commission Ouster Asked 


tee of the governor’s office to ac- 
knowledge receipt of a telegram demand- 
ing that he fire the present state public service 
commission for “incompetence to protect the 
public interest” in the matter of gas rates, on 
May 15th led Professor Louis C. Karpinski, 
of the University of Michigan mathematics 
department, to launch a blazing attack on the 
commission, the Michigan Consolidated Gas 
Company, and Henry A. Montgomery, its 
legal counsel in the recent Detroit controversy. 

Professor Karpinski was one of the wit- 
nesses for the city in the so-called town hall 
meetings to discuss municipal ownership of 
the gas utility just prior to the April election. 
He said the telegram was sent to the governor 
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on May 9th, “yet newspaper representatives 
were informed that no such message was re- 
ceived, ... After this lapse of time, I believe 
its contents may be made public without show- 
ing discourtesy to the governor.” 

Declaring that Professor Karpinski was un- 
necessarily agitated about certain features of 
the Michigan Consolidated Gas Company bill- 
ing methods, William G. Woolfolk, president 
of the company, said, recently that a new plan 
would soon be ready for presentation to the 
public. “If the recent campaign proved any- 
thing,” Woolfolk said, “it completely demon- 
strated the absurdity of Karpinski’s state- 
ment that gas rates can be cut 50 per cent.” 

Governor Van Wagoner on May 16th agreed 
with Karpinski that the method of comput- 
ing gas rates should be examined. He said he 
had discussed the controversial subject of the 
“Detroit gas unit” with engineers. 


Utility Damage Made Felony 


HE state house on May 8th passed, by a 
T heavy vote a measure sponsored by Repre- 
sentative Colin Smith, Republican of Big 
Rapids, classifying as a felony malicious 
damage to public utility property. The bill 
had encountered some opposition from or- 
ganized labor which contended it was aimed 
at utility unions while the measure’s sponsors 
stressed need of stiffer penalties for sabotage 
against vital utility lines. : 

Representative Smith and other friends of 
the bill cited the experience of Norway during 
the Nazi invasion, pointing out that fifth 
columnists struck at power lines and, other 
utilities to paralyze transportation and com- 
munication. Representative Robert Douma, 
Democrat of White Hall, sought to amend 
the measure to reduce the degree of crime to 
a misdemeanor, leaving the law substantially 
as at present, but his proposal was not accepted 
and the bill was passed almost unanimously. 
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Review of SEC Order Denied 


HE sixth United States Circuit Court of 

Appeals on May 12th denied a petition of 
the Detroit Edison Company for review of a 
Securities and Exchange Commission order 
in which it was held to be a subsidiary of 
North American Company of New York 
city. 

The SEC on August 5, 1940, overruled the 
Detroit Company’s petition that it be held 
not a subsidiary. Terming that decree jus- 
tified, Judge Elwood Hamilton reviewed the 


Public Utility Holding Company Act of 1935 
and wrote: 

“Congress recognized the necessity in the 
public interest of the regulation of public 
utility companies and their subsidiaries, such 
regulation by states, in its judgment, being in- 
adequate.” 

Setting aside the Detroit Company’s con- 
tention that its business was purely intrastate, 
Judge Hamilton said, “until some order of the 
commission adversely affects the petition, a 
challenge to constitutional validity is pre- 
mature.” 


Missouri 


Electric Firm Fined 


HE charter of the Union Electric Com- 

pany of Missouri, $250,000,000 tristate 
utility, was declared forfeited and the com- 
pany was fined $175,000 on May 14th by Cir- 
cuit Judge Edgar B. Woolfolk for violation 
of the State Corrupt Practices Act. If the 
fine is paid within one hundred twenty days, 
there will be a stay of execution as to the 
ouster, the judge said. 

The court’s decree also enjoined the com- 
pany from doing business in Missouri as part 
of the penalty, but execution of this provision 
a would be stayed upon payment of the 

ne 

The stay of execution would continue so 
long as the company continued business in a 
lawful manner, Judge Woolfolk said. The 
court retained jurisdiction to enforce its de- 


cree in the event of any future developments. 
The decision against the company was handed 
down in a civil suit which the judge had been 
considering since last January 15th, when he 
took the case under advisement after a trial 
without a jury. 

Union Electric, an affiliate of The North 
American Company, was alleged to have made 
illegal contributions in municipal elections in 
St. Charles in 1937 and, 1938. The company 
distributes electricity in St. Louis and ad- 
jacent communities and, through subsidiaries, 
to towns in Illinois and Iowa. 

Robert J. Keefe, company attorney, in- 
formed the court on May 14th that the cor- 
poration wished to get the case settled as 
soon as possible because of its new financing 
program, but would file a motion for a new 
trial. Judge Woolfolk set May 24th as a ten- 
tative date for a hearing on it. 


New York 


Utility Codperation Praised 


T° a decision unique in regulatory history, 
the state public service commission on May 
15th commended the Brooklyn Borough Gas 
Company and the New York & Richmond Gas 
Company for the manner in which they had 
cooperated with the commission in determining 
the original cost of their property and in ad- 
justing their books and accounts to conform 
to sound accounting practices. In the case of 
both companies the adjustments resulted in 
important reductions in the book cost of plant 
in service, substantial increases in deprecia- 
tion reserves, and the elimination from capital 
accounts of what the commission termed “fic- 
titious values.” 

Praise of the two utilities was contained in 
two separate opinions by Milo R. Maltbie, 
chairman of the commission, and approved 
unanimously by it. 

The commission’s opinion on Brooklyn 
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Borough Gas brought to an end a proceeding 
relative to the accounts and original cost of 
the company’s property. By adopting Chair- 
man Maltbie’s memorandum on New York & 
Richmond Gas, the commission closed a pro- 
ceeding to determine the propriety and ac- 
curacy of the company’s books and accounts. 

Adjustments made by Brooklyn Borough 
Gas included a reduction of $433,129 in the 
book cost of gas plant, a reduction of $675,000 
in the stated value of common stock, and an 
increase of $2,226,499 in depreciation reserves. 
The most important revisions made by New 
York & Richmond Gas comprised a $1,755,085 
reduction in book cost of gas plant, a reduc- 
tion of $650,000 in stated common stock value, 
and an increase of $426,683 in depreciation 
reserves. 

In commenting on the Brooklyn Borough 
Gas Company, Mr. Maltbie said: 

“The company unquestionably is entitled to 
high commendation for the steps it has taken 
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and is now taking. It has set a course that 
other utility companies may well follow in the 


revision of their accounts and financial prac- 
tices.” 


Ohio 


City Plant Strike Voted 


|b gee with progress of the city em- 
ployee wage scale survey, union workers 
at the Columbus light plant recently voted to 
strike June 17th if promised pay increases 
have not been received by that time and made 
plans for walkouts in three other divisions. 
The men heard John C. Getreu, president 


of the Columbus Federation of Labor, charge 
that “certain officials would like to see the 
light plant stymied,” 

If the strike is called, Getreu said, it would 
be advisable to first cut off current to street 
and traffic lights and municipal buildings, so 
that commercial consumers would not be af- 
fected. If no settlement is reached quickly, 
others would suffer, he explained. 


Oklahoma 


Cooperative’s Bid Rejected 


N offer from 15 rural electric coOperatives 

to buy Grand River dam electric power 
was rejected on May 6th on grounds that the 
price offered was less than the cost of pro- 
duction. 

The Kamo, Inc., an organization of co- 
Operatives which will operate 11,000 miles of 
lines in Oklahoma, Missouri, Kansas, and 
Arkansas, made the offer after a meeting 
with the Grand River Dam Authority. 

Although terms of the proposal were not 
disclosed, Kamo spokesmen indicated earlier 
it would be less than 4 mills a kilowatt hour 
because the Oklahoma Gas & Electric Com- 
pany now is buying Grand, River dam power 


at the rate of 3.3 mills per kilowatt hour. 

D. Y. Wright, assistant PWA power di- 
rector, declared at the meeting that the PWA 
“cannot go along” on any contract providing 
for a rate lower than 5 mills. He said that 
would be the lowest price at which the GRDA 
could pay off its $22,750,000 bonded debt to 
PWA and meet operating expenses. 

Ray McNaughton, GRDA chairman, pointed 
out that the OG&E contract was made in 
order to provide the authority with needed 
operating funds while a better market is be- 
ing developed. Although no agreement was 
reached, McNaughton said there was nothing 
to indicate that a suitable contract could not 
eventually be worked out with the codpera- 
tives. 


Oregon 


ice, while the reduction in street-lighting rates 


Rate Cut Slated 


ions aggregating $98,000 annually will 
accrue to the 23,000 customers of the 
Mountain States Power Company, as the re- 
sult of a new rate tariff filed in the offices of 
the state _ commission last month, effec- 
tive June Ist. 

Residential, commercial, and street-lighting 
rates were included, in the reductions. The 
new rates involve the entire Willamette val- 
ley division. Residential users would save 
$67,000, commercial lighting users $25,000, 
and municipalities $5,000. 

Reduction in the new residential schedule 
will amount to 17 per cent on a monthly bill 
for 250 kilowatt hours. Under former 
schedules the cost of this amount of electric- 
ity would be $7.40, while heed the new 
schedule it will amount to $6.13 

The commercial lighting schedule offers 
comparable reduction in that bracket of serv- 
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is 20 per cent. Nineteen municipalities, now 
purchasing electricity for street lighting from 
the company, are affected by the new rates, it 
was said. 


Rates Declared Low 


SS new electric rates are the lowest 
in America for users with more than 250 
kilowatt hours’ consumption per month, fol- 
lowing a recent reduction ordered by the city 
council, Light Superintendent Louis Lent 
pointed out last month. 

Residents of Canby, however, are paying 
monthly light bills that are little if any low- 
er than a year and a half ago, before Bonne- 
ville power came to this southern Clackamas 
county center and before the past year’s two 
rate slashes totaling 43 per cent for homes 
and 50 per cent for commercial users went into 
effect, Lent explained. 
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Pennsylvania 


Would Tax Rate Increases 


N an avowed attempt to discourage in- 

creases in utility rates during the period 
of national emergency, Representative Thom- 
as J. Heatherington, Democrat, on May 14th 
introduced in the state legislature a bill im- 
posing a 10 per cent tax on all utility rate in- 
creases. 

Mr. Heatherington proposed that the state 
take 10 per cent of the gross receipts from 
any utility rate increase granted since Jan- 
uary 1, 1941, and that 60 per cent of this tax 
be returned by the state to the counties in 
which it was collected. 

If enacted by the legislature, the bill would 
apply to the rate increase proposed by the 
Manufacturers Light & Heat Company in 
Pittsburgh and possibly to the rate increase 
now imposed by the Peoples Natural Gas 
Company of Pittsburgh, but still subject to 
formal approval by the state public utility 
commission. 

In an extended preamble to his bill, Mr. 
Heatherington proposes, “It is hereby de- 
clared to be the public policy of the common- 
wealth of Pennsylvania to discourage infla- 
tion and all the economic and financial dis- 
location attendant upon unwarranted and un- 


controlled rise in prices and the general costs 
of living out of all proportion to the rise in 
wages and salaries of the citizens.” 


Commission Refuses Intervention 


OLDING that labor disputes are “outside 

our jurisdiction,” the state public utility 
commission on May 15th refused to inter- 
vene in the strike of mechanics and drivers 
which had tied up the Harmony Short Line 
Motor Transportation Company’s bus and 
truck service for twenty-two days. 

Harmony officials had telegraphed the 
chairman of the commission, John Siggins, 
that they would ‘ ‘welcome the aid and assist- 
ance of the commission” in getting the strik- 
ers back to work so that public service could 
be restored while negotiations or arbitration 
is in progress. 

In Mr. Siggins’ absence, Commissioner 
Ralph D. Thorn said the commission could 
not concern itself with the dispute. 

The American Federation of Labor unions, 
representing one hundred drivers and twenty- 
nine mechanics, were seeking wage increases 
said to be far in excess of those which the 
motor transportation company was willing to 
grant. 


Rhode Island 


Phone Tax Bill 


BILL authorizing cities and towns to tax 
the personal property of telephone com- 
panies within their borders and reducing from 
3 per cent to 14 per cent the state’s gross 
earnings tax on the companies, was passed by 
the state senate recently and sent to the house 
judiciary committee. 
The measure had a hectic last-day career; 
the original measure was abandoned in the 


house and a new one started through by way 
of the senate. The bill had passed the house 
with a clause making it effective at once. 
Christopher Del Sesto, director of codrdina- 
tion and finance, discovered that in this form 
it would have meant a loss of $100,000 in 
revenue which the state was counting on for 
1940 collectible this year. 

The senate recently created a select com- 
mittee to investigate telephone company rates. 
The committee was given $7,500 to spend. 


South Dakota 


Tax Cut Lures Utility 


T= Central Electric & Telephone Com- 
pany which operates properties in 10 
states, will move its headquarters from Sioux 
City to Sioux Falls on September Ist. R. A. 
Phillips, general manager, in announcing the 
move, said that eighty-five employees with an 
annual payroll of more than $100,000 would be 
brought from Sioux City to Sioux Falls. Con- 
struction of a $100,000 office and store build- 
ing would be started immediately, it was said. 
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The headquarters move had been considered, 
Phillips said, ever since the firm bought the 
Sioux Falls natural gas division a year ago. 
Among factors influencing the move, he said, 
“was the recent reduction of state taxes in 
South Dakota, which is not only unusual, but 
certainly a favorable and constructive trend in 
taxation.” 

States in which the company has properties 
include Nebraska, Iowa, North Dakota, Min- 
nesota, Wisconsin, Illinois, Virginia, North 
Carolina, and West Virginia. 
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Tennessee 


NES Reports Gain 


GAIN by Nashville Electric Service of more 
than 1,000,000 kilowatt hours in electric 
sales in April, 1941, over April, 1940, was re- 
ported last month at the regular meeting of 
the Nashville Power Board. This increase 
was attributable, in part, to newcomers to 


Nashville by reason of defense industries, 
which resulted in the addition of 221 residen- 
tial customers. 

The total of all NES customers now stands 
at 58,125, or a gain of 3,811 customers in one 
year. April operations left a balance of $28,- 
756.97 for construction requirements in this 
and subsequent periods. 


Texas 


Accepts Reduction Proposal 


HE Houston city council last month ac- 
cepted a proposal by the Houston Light- 
ing & Power Company for rate reductions 
tctaling $440,000 annually and installation by 


the Lighting & Power Company of 3,500 free 
street lights. 

The old profit-sharing agreement had been 
canceled by the city some time ago on charges 
that the company’s profits were excessive in 
comparison to the city’s share. 


Utah 


Favor Municipal Ownership 


t. George citizens voted 952 to 287 on May 
6th in favor of construction of a munici- 
pal power plant, after an intensive campaign 
in which both proponents and opponents of 
the measure conducted, strenuous drives for 
votes. 
The vote would obviate the necessity for 
an election scheduled for May 29th, at which 


time the Southern Utah Power Company’s 
request for a renewal of its 25-year franchise 
for another fifteen years was to have been 
voted on. 

The power company’s franchise will ex- 
pire October 1, 1941. 

The city plan calls for issuance of a $300,- 

bond issue to construct a power plant to 

supply the city, utilizing both Diesel and 
hydroelectric power units. 


Virginia 

the subcommittee by Utilities Director Hob- 
son, Marsden C. Smith, chief of the bureau 
of water and electricity, and George W. 
Rhodes, assistant manager of gas sales promo- 
tion, in a conference reported to have lasted 
two hours. 


May Revise Code 


agg of Richmond’s code dealing with 
gas, water, and electricity must be revised 
to bring the ordinances regulating these utili- 
ties in conformity with present-day conditions 
and the needs of the public. This was the 
decision reached last month by a subcom- 
mittee of the city council committee on 
ordinances. 

The need for revision was made clear to 


The subcommittee recommended to the 
council that antiquated sections of Chapter 
25 of the city code be eliminated or revised to 
bring it in line with modern practices and 
present-day needs. 


Wisconsin 


Rural Rates Revised 


About 11,000 farm customers of the Wis- 
consin Public Service Corporation will save 
$47,000 a year on their electric bills through 
revised rates, which were authorized by the 
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state public service commission order of May 
8th for a period of one year. 

In addition, about 1,000 commercial cus- 
tomers in rural areas will save $5,000 a year 
under revised rates which were approved at 
the same time. 


762 





The Latest 
Utility Rulings 


Competitive Bidding for Security Issues 


In New York 


METHOD of procedure has been 
A adopted by the New York com- 
mission to provide for competitive bid- 
ding for an issue of securities proposed 
by the New York State Electric & Gas 
Corporation, which is a company subject 
to the recently promulgated rule of the 
Securities and Exchange Commission 
requiring competitive bidding for securi- 
ties of registered companies. By a reso- 
lution authorizing the invitation of bids 
(described as novel by Chairman Malt- 
bie of the commission) the company 
must solicit bids, accept the most favor- 
able bid submitted, and then petition the 
commission for approval of the financ- 
ing set-up. 

Authority was sought to issue $35,- 
393,000 of first mortgage bonds for re- 
funding purposes and 120,000 shares of 
preferred stock. The proceeds from the 


e 


stock financing are to be used to redeem 
$6,000,000 of outstanding preferred 
shares, and the balance will be used, with 
other funds, for new construction. The 
interest rate on the bonds is limited by 
the commission to 34 per cent, and the 
bonds are to be redeemable at any time 
prior to maturity at an initial redemp- 
tion premium not exceeding three points 
above the price at which they might be 
sold. Permission was denied to amortize 
the cost of issuing and the redemption 
premium on the securities to be sold. The 
company, it was said, must make these 
charges directly against earned surplus, 
and the deficiency arising in the surplus 
account must be provided for by trans- 
ferring to surplus a portion of the 
amounts previously transferred to com- 
mon stock from earned surplus. Re 
New York State Electric & Gas Corp. 


Wasteful Duplication by Electric 
Cooperatives Condemned 


N application by a codperative or- 
ganization, incorporated in Penn- 
sylvania, for authority to render central 
station rural electric service in areas 
served by an electric utility company 
was denied by the Maryland commission 
on the ground that the company’s serv- 
ice was all that was required to serve the 
territory adequately. Reference was 
made to the decision of the Maryland 
Court of Appeals in Littleton v. Hagers- 
town, 150 Md 163, PUR1926C 507, 
132 Atl 773, where it was said that one 
of the principal functions of the com- 
mission was to prevent wasteful dupli- 
cation. 
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Mention was also made of the long- 
established policy of the commission not 
to permit foreign corporations to engage 
in the utility business in Maryland. 
Moreover, it was said to be a fact that 
the codperative was not fortified with 
the usual franchises to permit location 
of lines within the rights of way of the 
public roads when desirable. 

The applicant not only sought au- 
thority to furnish service but also asked 
that the electric company be restrained 
from constructing any lines in the “proj- 
ect area” and that it be ordered to re- 
move any lines that had been constructed 
there. It was alleged that the company 
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had built “spite lines” to interfere with 
the cooperative project. 

On this phase of the case, the commis- 
sion said : 


The construction of lines which are not 
required to serve public convenience and 
necessity, including lines built for the sole 
purpose of obstructing a needed service 
offered “a another agency, is wasteful and 
harmful . .. but the fact that needed ex- 
tensions .. . interfere with a project to set 
up an independent competing service is not 
sufficient to justify the commission in pre- 
venting or delaying the extension of serv- 
ice to those who are in need of it. The com- 
mission . . . however, . . . will not counte- 
nance efforts by a utility needlessly to in- 
terfere with the operation or the normal and 
required extension of the lines of any other 
utility — whether publicly or privately 
owned, or a codperative—and its clear au- 
thority in this regard will be exercised 
whenever necessary to prevent such inter- 
ference. 

It is quite apparent that the prospect of 
a cooperative service in the territory which 


the Potomac Edison Company had planned 
to serve has stimulated that company’s ex- 
tension of rural service, but such activity is 
essentially beneficial... . 


Testimony indicated that if those per- 
sons who had joined the cooperative, in 
response to the solicitation of seventeen 
paid agents who canvassed the territory, 
would codperate reasonably with the 
electric company instead of interfering, 
they could get service on reasonable 
terms more promptly than it could be ob- 
tained from the cooperative. The prin- 
cipal difference in initial cost to the 
farmer was the cost of the service line 
leading from the company’s line on the 
public road to the point of use. This 
could be materially reduced if the farm- 
ers would grant rights of way to the 
company with the same liberality ac- 
corded the codperative. Re Adams Elec- 
tric Codperative, Inc. (Case No. 4456). 


4 . 


City Can Compel Electric Company to Remove 
Poles and Wires from Streets 


[ Bee right of a city to compel an 


electric company to remove its 
poles and wires from the streets after 
the expiration of its franchise has been 
sustained by the Illinois Supreme Court 
in a decision overruling the commission 
decision in Geneseo v. Illinois Northern 
Utilities Co. (1939) 28 PUR(NS) 208. 
The court said that it had reéxamined 
its decision in Geneseo v. Illinois North- 
ern Utilities Co. (1936) 363 Ill 89, 14 
PUR(NS) 61, 1 NE(2d) 392, and in 
Chicago Motor Coach Co. v. Chicago, 
337 Ill 200, PUR1930B 178, 169 NE 22, 
and in so far as those decisions were not 
consistent with the views expressed they 
were also overruled. 

Unless the Public Utilities Act has ex- 
pressly or by necessary implication with- 
drawn the powers granted to municipali- 
ties to regulate and control the use of 
their streets, it was said, these powers 
remain in cities and villages. There had 
been no express repeal of them in the 
Public Utilities Act, nor did this act ex- 
pressly confer on the commerce com- 
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mission the power to regulate the use of 
streets. Moreover, it was held, there was 
no repeal by implication. The court con- 
tinued : 


The public has an interest in the services 
rendered by public utilities and that public 
interest justifies this act’s existence as an 
exercise of the police power. The public is 
concerned with the rates charged, the qual- 
ity and character of service rendered, and 
its own safety and convenience. The primary 
object of the Public Utilities Act is to give 
control of public utility rates, activities, 
structures, and facilities to the commerce 
commission. To accomplish this purpose 
it was not necessary to deprive the cities 
of their control of the use of their streets, 
or to withdraw from them their power to 
grant or refuse franchises for such use. 


The Public Utilities Act provides in 
part that nothing in the act shall be con- 
strued to limit or restrict powers “now 
or hereafter granted to cities” to pass 
ordinances governing the regulation, 
control, or occupation of streets, high- 
ways, and public property within the 
city. There was said to be no room for 
the argument that such powers were re- 
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pealed by implication. An act giving 
municipalities control over streets was 
said to be in no way repugnant to an- 
other act giving the commission the 
power to regulate and control public 
utilities. Thecities involved inthis case had 
established their own power plants and 
distribution systems, and they were pre- 
pared to furnish adequate service, which 


would not be subject to the control of the 
commission. It was deemed unreason- 
able to construe the Public Utilities Act 
in such a way as to deprive cities of their 
power to compel a privately owned utility 
company to remove its facilities from the 
city streets after the expiration of a com- 
pany’s franchise. City of Geneseo v. 
Illinois Northern Utilities Co. 


e 


High-power Factor Equipment Required for 
Tube Type of Lamp 


yar Montana commission, after in- 
vestigation, has approved a ruling 
of an electric company providing that 
the company shall refuse service to any 
fluorescent or other lighting equipment 
having similar load characteristics in- 
stalled after a designated date, unless 
such equipment is constructed to operate 
at a power factor of 90 per cent lagging 
or more. The commission, in approving 
this rule and also adopting a similar rule 
for other utility companies, made these 
findings : 

(1) That the use of high-power factor 
equipment for fluorescent and other tube 
type of lamps will assist in protecting the 
consumer from the fire hazard of over- 
loaded circuits. 

(2) That the use of high-power factor 
equipment will decrease the cost of opera- 
tion to the consumer of fluorescent and other 
tube type of lamps and will not increase the 
cost of operation of incandescent lamps. 

(3) That the use of high-power factor 


equipment in decreasing voltage fluctuation 
will give better service to the consumer. 

(4) That the use of low-power factor 
equipment, if permitted, will cause serious 
disturbances to the quality of service ren- 
dered in the smaller communities particu- 
larly. 

(5) That the use of high-power factor 
equipment for such type of lighting avoids 
the cost of utilizing the larger conductors 
to carry idle current. 

(6) That the difference in first costs be- 
tween the low- and the high-power factor 
equipment or type of fixtures is compara- 
tively small, and requiring the consumer to 
use the high-power factor equipment will 
not cause an undue burden to fall upon him. 

(7) That the use of high-power factor 
equipment by the consumer will result in 
mutual advantage to both consumer and the 
utility. 

(8) That the said ruling of the Montana- 
Dakota Utilities Company is reasonable. 


Re Fluorescent or Other Lighting 
Equipment (Docket No. 3336, Report 
and Order No. 1763). 


e 


Municipal Plant Revenue Bonds 


ee court of appeals of Kentucky 
upheld an issue of revenue bonds 
by a city where there was no referendum 
on municipal plant acquisition and where 
the bonds covered expenses incurred in 
the acquisition of the plant as well as the 
purchase price. The court held that a 
statutory requirement of a referendum 
was void so far as it related to a city of 
the fifth class, in harmony with a prior 
ruling in Booth v. Owensboro, 275 Ky 
491, 122 SW(2d) 118, that the statutory 
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provision for a referendum was invalid 
as to cities of the third class. 

On the question of statutory validity 
the substance of the ruling was that a 
statute extending to cities of other classes 
the right enjoyed by cities of the third 
class under an earlier statute to acquire 
electric plants was void and unconstitu- 
tional in so far as it made mandatory an 
election on the proposition. This was for 
the reason that the earlier act did not 
make an election mandatory, and the 
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title of the later act referred only to such 
extension of the statute, without men- 
tioning a compulsory election. It was 
said that the omission from the title was 
concealment of the purpose of the act 
from people who are usually apprised 
of proposed legislation through publica- 
tion of only the title of pending bills. 
The statute provides that bonds may 
be issued for the purpose of defraying 
the cost of acquiring any such electric 
plant. It also provides that all moneys 
received from the bonds in question shall 
be applied solely for the purchase, estab- 
lishment, or erection of such electric 


HE supreme court of Washington 

held that a public utility district, 
in condemning an electric company’s 
property, has the right to condemn its 
transmission and distribution lines even 
though they are partially situated beyond 
the territorial limits of the district. Pub- 
lic Utility District No. 1 of Okanogan 
County v. Washington Water Power Co. 
et al. 111 P(2d) 591. 


The Securities and Exchange Com- 
mission denied an application to inter- 
vene in proceedings for approval of a 
property transfer where the applicant, 
as a prospective purchaser asserting con- 
tract rights, had applied for approval in 
another proceeding in which the seller 
had applied for authority to sell and 
later withdrew the application. The com- 
mission said that when the seller aban- 
doned the application to sell the applica- 
tion to purchase became moot, and inter- 
vention solely to request the commission 
to act upon an application which had be- 
come moot would serve no useful pur- 
pose. Re Central States Power & Light 
Corp. (File Nos. 70-245, 70-266, Re- 
lease No. 2715). 


The Wisconsin commission certified 


plant and extensions thereto and neces- 
sary appurtenances. These provisions, 
said the court, indicated clearly that 
necessary and reasonable expenses in- 
curred might be included in the bond is- 
sue. The court continued: 


The bonds are payable solely from the 
income from the electric system and are not 
obligations of the city. It is proper that the 
actual and necessary expenses incurred in 
the acquisition of such a plant should be 
met from the income from the plant just as 
the purchase price is to be met. 


Jones v. City of Benton et al. 148 SW 
(2d) 683. 


e 


Other Important Rulings 


to a municipal electric plant the fol- 
lowing depreciation rates: structures 
and improvements, 2 per cent; fuel 
holders, producers, and accessories, 
3.33 per cent; internal combustion 
engines, 5 per cent; generators, 3.60 per 
cent; accessory electric equipment, 3.80 
per cent; miscellaneous power plant 
equipment, 5 per cent. Re City of Black 
River Falls (2-U-1467). 


It has been held by the Montana com- 
mission that passenger trains operated at 
a loss on a branch line of a railroad may 
properly be discontinued where adequate 
public transportation is furnished, even 
though the main line shows a profit. 
Re Northern Pacific Railway Co. (Docket 
No. 3338, Report and Order No. 1767). 


The Pennsylvania commission held 
that a city council has authority to agree 
with a street railway company that upon 
abandonment of service all structures 
on the city streets shall become the prop- 
erty of the city in consideration of its 
release of the company from claims aris- 
ing from removal and repair of the 
streets. Re Butler Railways Co. (Appli- 
cation Docket No. 59908, Public Utility 
Municipal Contract No. 661). 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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SECURITIES AND EXCHANGE COMMISSION 


Re Engineers Public Service Company 


[File No. 70-248, Release No. 2699.] 


Security issues, § 5 — Corporate acquisition of stock. 

1. A registered holding company, having ample funds on hand, which 
has received the redemption price of high dividend preferred stock in another 
company, should be permitted to equalize by acquiring some of its out- 
standing preferred stock by a call for tenders and by purchases on the stock 
exchange, or both, when the proposed acquisitions will not be detrimental 
to - financial integrity of the companies in the holding company system, 
p. 65. 


Security issues, § 5 — Corporate acquisition of stock — Fair terms — Information 
to security holders. 
2. A registered holding company which is permitted to acquire outstanding 
preferred stock either by a call for tenders or by purchases on the stock 
exchange, or both, should make available to stockholders such information 
as will permit them to form an intelligent judgment of the worth of the 
securities in relation to the offer to buy ; and this matter of disclosure is par- 
ticularly important when the question of holding or selling is one which 
must be resolved against circumstances presently confronting the system as 
a whole, such as pending proceedings under § 11 of the Holding Company 
Act, 15 USCA § 79k, to determine what properties may be retained under 
the standards of the statute, p. 65. 
Security issues, § 5 — Corporate acquisition of stock — Information to security 
holders — Statistical data — Commission opinion. 
3. A registered holding company, acquiring its preferred stock in the open 
market as a purchaser or seeking to purchase directly from the holders on 
tender, should enclose in any letter or communication sent to the preferred 
stockholders, in connection with the acquisition, a copy of the findings and 
opinion of the Commission approving the acquisition, so as to make available 
to stockholders information contained in the opinion concerning presently 
available statistical data which has been assembled and correlated by statis- 
tical houses, p. 67. 
[April 16, 1941.] 
ECLARATION filed pursuant to § 12(c) of the Holding Com- 
D pany Act, 15 USCA § 791 (c), regarding acquisition and 
retirement of preferred stock of a registered holding company; 
declaration permitted to become effective subject to conditions. 
oing e 
eas- APPEARANCES: Harlow B. Lester By the CoMMISSION : 
and Jerome M. Alper, of the Pub- [1, 2] Engineers Public Service 
lic Utilities Division of the Commis- Company, a registered holding compa- 
sion; William E. Tucker, for the de- ny, has filed a declaration pursuant to 
clarant. § 12 (c) of the Public Utility Hold- 
[5] 65 38 PUR(NS) 
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ing Company of 1935, 15 USCA § 791 
(c) and Rule U-12C-1 promulgated 
thereunder regarding the acquisition 
and retirement of no more than 5,000 
shares of its own preferred stocks. 


Engineers has presently outstand- 
ing : 
156,001 shares $5 dividend convertible pre- 
ferred stock 
193,831 shares $5.50 cumulative dividend pre- 
ferred stock 
73,183 shares $6 cumulative dividend pre- 
ferred stock 
1,909,968 shares common stock 
The acquisition of the 5,000 shares 
of preferred stock will be either by 
a call for tenders and by purchases on 
the New York Stock Exchange, or 
both. The reason that the company 
desires to retire this amount of pre- 
ferred stock is that it feels that it has 
ample funds on hand to meet its cur- 
rent needs and the needs of its sub- 
sidiary companies. In addition to 


cash in the treasury on January 8, 


1941, Engineers received $18,590 
representing the redemption price of 
169 shares of El Paso Electric Com- 
pany (Texas) $6 dividend preferred 
stock, and on January 29, 1941, $287,- 
532 representing the proceeds from 
the sale of 2,520 of El Paso Electric 
Company (Delaware) series A 7 per 
cent preferred stock. The company 
urges that having given up a high 
dividend preferred stock investment it 
should equalize by reducing the re- 
quirements on its own preferred stock. 

Tenders at the lowest prices will be 
accepted, first taking into considera- 
tion the difference in yield in the three 
series of preferred stock. It is esti- 
mated that the saving in annual divi- 
dend requirements accruing to Engi- 
neers will be from $25,000 to $30,000, 
depending upon the number of shares 
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of each class of preferred stock ac- 
quired and that it will cost from $385,- 
000 to $422,500 to make such acquisi- 
tions, based upon April 1, 1940, prices, 
and here again depending upon the 
amount of each class of preferred 
stock acquired. 

From an examination of the finan- 
cial statements submitted by the com- 
pany we are of the opinion that the 
proposed acquisitions will not be det- 
rimental to the financial integrity of 
the companies in the Engineers hold- 
ing company system, and that no ad- 
verse order is required to safeguard 
the working capital of public utility 
companies in the system. 

Consequently, we conclude that the 
declaration should be permitted to be- 
come effective if the terms upon which 
the tender is invited are fair and rea- 
sonable. The stocks sought to be 
purchased by Engineers Public Service 
Company have been selling on the New 
York Stock Exchange for the past 
month at a range in prices of from 
69 to 804 for the $5 series, from 76 
to 834 for the $5.50 series, and from 
77 to 873 for the $6 series. The 
volume of trading has not been heavy 
but it is substantial enough to indi- 
cate that certain holders are willing to 
dispose of the stock. However, when 
the issuer of securities is in the open 
market as a purchaser or seeks to pur- 
chase directly from the holders on ten- 
der, it is important that information 
be made available to holders so that 
they may form an intelligent judg- 
ment of the worth of the securities in 
relation to the offer to buy. This mat- 
ter of disclosure is particularly im- 
portant when, as is here the case, the 
question of holding or selling is one 
which must be resolved against cit- 
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RE ENGINEERS PUBLIC SERVICE CO. 


cumstances presently confronting the 
system as a whole. 

[3] There are presently pending § 11 
(b) (1) proceedings involving Engi- 
neers Public Service Company and its 
subsidiaries to determine what prop- 
erties may be retained by Engineers 
Public Service Company under the 
standards of the statute. We have al- 
ready indicated tentatively that Engi- 
neers Public Service Company must 
dispose of a substantial portion of its 
properties.’ Naturally, security hold- 
ers are quite interested in the outcome 
of the proceedings and with the conse- 
quences to them of compliance by the 
system with any order which this 
Commission might issue. No one can 
say what the outcome of the pro- 
ceedings will be nor can anyone meas- 
ure exactly the consequences to secu- 
rity holders of any order we may issue 
or any action the company may take. 
However, there are certain factors 
which security holders ought to bear 
in mind in this connection which will 
serve as a substantial guide to them in 
forming judgment on the merits of 
this tender program. Engineers Pub- 
lic Service Company in its Annual Re- 
port dated March 17, 1941, made the 
following statement with reference to 
the Public Utility Holding Company 
Act of 1935: 

“Public Utility Holding Company 
Act. In February, 1940, the company 
and its subsidiaries were cited to file 
an answer as to compliance with § 11 
(b) (1) of the Public Utility Holding 
Company Act and such an answer was 
fled. The company subsequently filed 
a motion to dismiss the proceedings 


which the Securities and Exchange 
Commission construed as a request to 
give its interpretation of the section 
as applied to the Engineers system. 
On March 11, 1941, 37 PUR(NS) 
263, the Commission issued its state- 
ment of its tentative conclusions, and 
reconvened the hearing for March 25, 
1941. The conclusions of the Com- 
mission are that the requirements of 
the geographical standards of the sec- 
tion would be met with respect to the 
Engineers system only if it disposed of 
all of its subsidiaries except Virginia 
Electric and Power Company and 
Savannah Electric and Power Com- 
pany or, in the alternative, except 
Gulf States Utilities Company and El 
Paso Electric Company and, in the 
case of the choice of either of these 
alternatives, it would be incumbent on 
the company to prove that the other re- 
quirements of the section were met as 
to Savannah or El Paso, as the case 
may be. The company expects to pre- 
sent evidence to the Commission which 
it believes will show that the require- 
ments of the section, as construed by 
the company, would be met if the com- 
pany continued to control the proper- 
ties of Virginia Electric and Power 
Company, Gulf States Utilities Com- 
pany, and E] Paso Electric Company 
(Delaware). There is the further 
question of the constitutionality of this 
section. Until these matters have been 
determined, it is impossible to state 
what the ultimate effect of this action 
will be on the company and its security 
holders. Considerable work has been 
done by the company and its subsidia- 





1See Re Engineer Pub. Service Co. (1941) 
Holding Company Act Release No. 2607, 37 
PUR(NS) 263; and see also the Report of the 
Public Utilities Division Concerning Applica- 


tion of § 11(b) (1) of the Public Utility 
Holding Company Act of 1935, 15 USCA 
§ 79k (b) (1), to Engineers Public Service 
Company and its subsidiary companies. 
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ries preparatory to presenting their 
case before the Commission.” 

The facts stated are correct. We 
doubt their value as a guide to security 
holders in enabling them to determine 
whether to sell out or retain their in- 
vestment in the system. There are 
presently available statistical data 
which have been assembled and cor- 
related by statistical houses of general 
repute. These statistics bear quite 
directly on the pure investment ques- 
tions which security holders of Engi- 
neers Public Service Company face. 
Ordinarily, the availability of data of 
this kind is known only to those who 
make a profession of securities market- 
ing and trading. By and large the 
average investor does not have these 
matters called to his attention. We 
feel that under the circumstances of 
this case certain of the material pub- 


lished and the conclusions reached by 
these firms should be communicated to 
the security holders of Engineers Pub- 


lic Service Company. For instance, 
on February 17, 1941, Standard Sta- 
tistics published in “Standard Outlook 
for the Security Markets,” of that date 
an article entitled “Utility Holding 
Company Liquidating Values.” Four- 
teen holding companies including En- 
gineers Public Service Company were 
considered. It was there stated: 

“The strict interpretation of the 
integration provisions of the Utility 
Holding Company Act by the SEC, 
as we pointed out three weeks ago 
(page 955), would force liquidation of 
most of the leading utility holding 
companies. Regardless of the eco- 
nomic virtues or demerits of such a 
course, liquidation would apparently 
be beneficial to many holding compa- 
ny stockholders, and particularly pre- 
38 PUR(NS) 


ferred stockholders; in a number of 
cases, liquidating value is well above 
current quoted prices. 


“Basis for Estimates 


“The liquidating values in the ac- 
companying table represent the latest 
Standard Statistics estimates, based on 
careful appraisal of the value of assets, 
A substantial proportion of such as- 
sets consists of subsidiary common 
stock 100 per cent owned by the parent 
company. Probable market value of 
such stocks in liquidation has been cal- 
culated by a series of detailed compari- 
sons with stock publicly traded. 

“Common stocks in the hands of the 
public were classified as to quality by 
the use of a number of statistical meas- 
urements, much in the same manner 
as quality ratings of bonds are deter- 
mined by Standard Statistics and other 
recognized rating services; the actual 
tests, of course, differ from those used 
for bonds. Subsidiary common stocks 
which had no public market were then 
classified in the same manner, and their 
earning power was capitalized at the 
same ratio as for publicly traded stocks 
of comparable quality. (The highest 
capitalization of earnings, for first- 
quality common stocks, was on a 
5.5 per cent basis. ) 


“Net current assets of holding com- 
panies were taken at book value, and 
investments with ascertainable market 
prices at market values. The result- 
ing sum was applied to the common 
and preferred stocks of the parent 
holding company, on a per share basis. 

“Tt should be recognized, of course, 
that the indicated liquidating value for 
preferred stocks in the table represents 
the amount of assets available from 
which to pay the sum to which the pre- 
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ferred stock is entitled—no more than 
call price in any event, and in some 
cases only par value, because of spe- 
cial charter provisions. 


“Estimates Not Final 


“These indicated liquidating values 
are, of course, not final figures. They 
are based on a capitalization of the 
latest earnings of controlled subsidia- 
ries, and increased taxes or other costs 
may change the earnings level. They 
are, furthermore, based on amounts 
presumably realizable in immediate li- 
quidation on the basis of the present 
market. Hasty liquidation would, of 
course, tend to lower the market. 
Moreover, possible corporate simpli- 
fication preceding liquidation might 
dilute the operating company common 
stocks, in cases where the operating 
company preferred is in arrears. To 


allow in part for these possibilities, we 


have been comparatively conservative 
in the capitalization of earnings. 


“In view of the generous liquidating 
values in most instances, any move to 
liquidate the major assets of holding 
companies would presumably be a 
highly favorable development for pre- 
ferred stockholders. Particularly ben- 
efited by such a move would be the 
preferred stocks of American Power & 
Light, Commonwealth & Southern, 
Electric Bond & Share, Electric Power 
& Light, Engineers Public Service, 
National Power & Light, and United 
Light & Power.” 

The estimates given in this article in 
respect to Engineers are coverage of 
$169 for each of the shares of the 
three classes of preferred stock and 
$15 for the common. 

In the March 13, 1941, issue of 
Public Utilities Fortnightly, pages 


355, 356, is the following comment 
with regard to Standard Statistics 
analysis : 

“Standard Statistics recently esti- 
mated the liquidating values of the 
principal holding company stocks, by 
making a series of detailed compari- 
sons with stocks publicly traded. The 
highest capitalization of earnings, for 
first-quality common stocks, was on 
a 5.5 per cent basis (18.2 times 
earnings). Such a multiplier is con- 
siderably higher than the maximum 
used in making similar calculations in 
this department (Fortnightly, March 
28, 1940, p. 419) and the resulting 
values average somewhat higher. 
While from a practical viewpoint some 
of Standard’s estimates seem over- 
generous, the figures are of particular 
interest at this time owing to the 
SEC’s suggestions that (1) the utili- 
ties should do more equity financing, 
and (2) that holding companies which 
need to raise money for system im- 
provements may do so by selling out- 
lying properties.” 

In the Moody’s Stock Survey of 
March 31, 1941, Vol. 33, No. 13, 
pages 743, 744, 746, a study was made 
of various holding companies includ- 
ing Engineers Public Service Compa- 
ny, and that publication stated in part 
as follows: 

“Many electric power holding com- 
pany bonds and preferred stocks sell- 
ing at large discounts have recently 
shown good price advances in an other- 
wise dull market. It is now apparent 
that many companies have decided that 
the best way out of the difficulties 
created by the Public Utility Holding 
Company Act is to break up their sys- 
tems and distribute the assets to the 
holders of the parent company secu- 
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rities. In many cases the “break-up” 
or asset values of holding company 
securities, especially some of the bonds 
and preferred stocks, exceed recent 
and present market values; strength 
in the prices of these securities was, 
therefore, a logical result of the indica- 
tions that several important systems 
were planning to proceed with disinte- 
gration. 


“The prospect of disintegration of 
holding companies suggests higher 
prices for a number of senior secu- 
rities. The break-up of properties will, 
in many instances, afford higher prop- 
erty values. Then, too, the very pros- 
pect of substituting actual possession 
for a mere right to certain assets will 
have the effect of making these assets 
more valuable. This will be especially 
true of those holding company bonds 
and preferred stocks selling at sub- 
stantial discounts from their asset 
values. In this respect many utility 
securities are similar to many invest- 
ment trust stocks that customarily sell 
30 per cent or more below their actual 
break-up value. 

“Not all companies will proceed im- 
mediately to accomplish their own dis- 
integration. Some may, in fact, as in 
the case of Engineers Public Service, 
decide to contest the matter further in 
the courts. But it appears that most 
companies will comply with the Hold- 
ing Company Act and will do so by 
breaking up their system either com- 
pletely or in large part. Even partial 
disintegration will in many cases re- 
sult in partial or complete retirement 
of holding company bonds and/or pre- 
ferred stocks. 

“It is probable, too, that security 
holders will be offered various parcels 
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of stock ownership in the operating 
properties. This appears more prob- 
able than sale of the common stocks of 
subsidiary properties and distribution 
of the proceeds to security holders. 
The former method will permit say- 
ings in taxes and in financing costs 
and would avoid certain legal compli- 
cations. 


“The estimates below are based on 
the assumption of complete liquidation 
without unpredictable complications. 
Where only partial liquidation is fore- 
seen, the liquidating value assigned to 
the retained assets would be reflected 
in the value of the remaining issues 
of the holding company. 

“The estimates are necessarily broad 
approximations for a number of rea- 
sons. Essentially they are based on 
earning power capitalized as indicated 
by the present market for most nearly 
comparable securities now outstand- 
ing. As liquidation will occur over 
a protracted period, these estimates 
will be subject to constant revision in 
accordance with earnings and market 
fluctuations. 

“Of necessity no allowances have 
been made for (1) any selling ex- 
penses; (2) any taxes payable on sale 
of assets by a holding company; (3) 
minor but possibly valuable assets re- 
garding which data are inadequate; 
(4) the effect upon the value of junior 
securities if assets are offered to senior 
security holders on terms more or less 
favorable than estimated values; and, 
(5) the effect upon estimates of possi- 
bly divergent policies concerning the 
payment of call prices, liquidating 
values or less on senior securities. 


“Engineers Public Service Compa- 
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ny, according to a tentative advisory 
opinion, would have to dispose of all 
except one of its principal subsidiaries 
in order to comply with the integration 
provisions of the Holding Company 
Act. Moreover doubt was expressed 
that continued existence of Engineers 
would be justified on that basis. While 
liquidation may prove necessary, the 
company has taken preliminary steps 
to question the constitutionality of the 
integration provisions of the Utility 
Act. 

“The common stocks of two com- 
panies comprise almost 90 per cent 
of the estimated liquidating value of 
assets. owned by Engineers Public 
Service Company. Both of these oper- 
ating units occupy a relatively satisfac- 
tory position and in all probability 
their common stocks could be disposed 
of publicly at favorable prices. ‘The 
Engineers preferred shares are out- 
standing at $42.3 million and total as- 
sets have an estimated liquidating 
value (including net current assets of 
Engineers) of $58.6 million. After 
providing for the preferred stocks at 
par, the balance remaining would be 
equivalent to 84 on thel.9 million 
shares of common stock outstanding. 
These estimates give no consideration 
to the investment in the common stock 
of Puget Sound Power & Light Com- 
pany, the status of which is impossible 
to determine at this time. 


Approximate Recent 
Asset Value Market 


$6 cumulative preferred .. } { 84 
$53 cumulative preferred f $138 479 
$5 cumulative preferred .. (75 
Common 43 
A member house of the New York 
Stock Exchange under date of March 
19, 1941, made a special study of En- 
gineers Public Service Company and 


issued it to its customers, making 
therein the following comment: 
“There are outstanding 423,015 shares 
of Engineers Public Service preferred 
stocks, which have a liquidating price 
of 100, or a total of $42,301,500, 
which, deducted from the total value 
of the company’s holdings of $62,- 
430,287, would leave $20,128,787 for 
the 1,909,968 shares of common stock, 
which is equivalent to $10.54 per 
share.” 

We, naturally, do not vouch for the 
foregoing figures. We merely submit 
these figures to show that various ex- 
perts have taken various views as to 
the impact of § 11 upon Engineers 
Public Service Company. Moreover, 
preferred stockholders should not be 
misled by coverage figures on the pre- 
ferred stocks. The most the preferred 
stockholders can ever receive from the 
company is the redemption price plus 
accrued dividends. The $5 dividend 
convertible preferred stock is redeem- 
able at $105 per share and accrued 
dividends and the other two series of 
preferred stock are redeemable at $110 
per share and accrued dividends. 

Moreover, there is always the pos- 
sibility of an involuntary liquidation, 
which in the case of the preferred 
stocks of Engineers is $100 per share. 
Engineers Public Service Company 
does not accept any of the foregoing 
figures and also takes the position that 
it is not certain that there will be neces- 
sarily a liquidation of Engineers Pub- 
lic Service Company. 

In spite of the arguments of Engi- 
neers on this point we do feel that as a 
matter of full disclosure this statistical 
material should be made available to 
the preferred .stockholders. 

Therefore, our order will be condi- 
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tioned upon insertion of this findings 
and opinion in the letter to be sent to 
preferred stockholders. 

An appropriate order will issue. 


ORDER 


Engineers Public Service Company, 
a registered holding company, having 
filed a declaration pursuant to § 12(c) 
of the Public Utility Holding Compa- 
ny Act of 1935, 15 USCA § 791 (c), 
and Rule U-12C-1 promulgated there- 
under regarding the acquisition and 
retirement of not more than 5,000 
shares of one or more series of the 
preferred stock of Engineers Public 
Service Company, to be effected either 
by way of tenders made pursuant to 
call or by purchases from time to time 
on the New York Stock Exchange, or 
both ; a public hearing on said declara- 
tion having been duly held after appro- 
priate notice; the Commission having 
examined the record and having made 
and filed its findings herein; 

It is ordered that said declaration be 
and become effective forthwith subject 
to the following conditions: 

(1) That a copy of the findings and 
opinion in this matter be enclosed in 


any letter or communication sent to the 
preferred stockholders in connection 
with this acquisition. 

(2) That within ten days after the 
consummation of the acquisition, de- 
clarant file a certificate of notification 
setting forth the manner and means by 
which the securities were acquired, a 
description of the securities acquired, 
the prices at which the securities were 
acquired and the persons from whom 
the securities were acquired. 

(3) That the acquisition shall be 
carried out in the manner and upon 
the terms prescribed in said declaration 
and amendments thereto. 

(4) That when all expenses in- 
curred in connection with the acquisi- 
tion and retirement of the securities 
and the preparation and prosecution of 
the declaration concerned with the 
present transaction shall be actually 
paid, the declarant shall file a detailed 
statement of such expenses showing 
the names of persons or entities to 
whom such payments were made, the 
amounts of such payments, the ac- 
counts charged and a detailed descrip- 
tion of the services rendered for which 
such payments were made. 
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State 


Hampton Water ‘Wiese Company 


[No. 3189.] 
(— NH —, 18 A(2d) 765.) 
Statutes, § 13 — Construction — Legislative action after decision. 
1. The construction by the supreme court of a statute relating to the scope 
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STATE v. HAMPTON WATER WORKS CoO. 


of review of Commission orders was impliedly adopted by legislative revi- 
sion of the statute without change of language, p. 76. 


Appeal and review, § 32 — Scope of review — Judicial or legislative discretion. 
2. An argument for a review giving more weight to the findings of the 
Commission than was considered the measure in a decision by the supreme 
court prior to a revision of the statute relating to review, with no change 


of language, is more properly addressed to the legislature than to the court, 
p. 76. 


Appeal and review, § 67 — Discretion of court — Remand. 


3. The discretion vested in the court in prescribing the scope and terms of a 
remanding order is its own, p. 77. 


Appeal and review, § 67 — Exercise of revisory powers — Antagonism between 
utility and Commission. 
4. The ends of justice may be better accomplished by a full exercise of the 
revisory powers of the court, instead of recommitting a rate order to the 
Commission for proceedings in the nature of a general new trial, when a 
utility company appealing from the order lacks confidence in the sense of 
fairness in the proceeding while the Commission, aware of the challenge of 
its judicial impartiality, may more or less naturally, if unconsciously, be af- 
fected by it, in a case where the proper conclusions from the evidence and 
the declaration of legal rules are the matters chiefly in contention, p. 77. 


Valuation, § 20 — Measures of value — Historical cost — Reproduction cost. 
5. Value is an issue of fact, and actual or historical cost and reproduction 
cost, with due regard for depreciation, are factors bearing importantly on 
value neither cost being determinative as a matter of law, p. 77. 


Valuation, § 1 — Definition — Worth in money. 


6. The value of property is what it is worth in money, what it will bring 
in money to the seller, or what it will cost the buyer in money to obtain it, 


p. 77. 


Valuation, § 108 — Depreciation reserve — Statutory requirements. 
7. A statute requiring a utility to carry a proper and adequate depreciation 
account and requiring income from a depreciation fund in an invested form 
to be added to the fund is not to be construed as forbidding the utility from 
treating the fund like any other capital after its use for restorations or addi- 
tions, and the owners of the property are not barred from a return on the 
depreciation account after such use, p. 77. 


Dividends, § 7 — Prior deduction for depreciation — Statutory requirements. 
8. The statute (P. L. Chap. 240, § 11) prohibiting dividends except from 
net earnings and after setting aside the depreciation reserve is to be con- 
strued as meaning that the reserve shall be deducted from the gross earn- 
ings as an item chargeable against them before net earnings are ascer- 
tained, which is in accord with the accounting system everywhere adopted in 
the bookkeeping of utilities, p. 77. 


Valuation, § 90 — Accrued depreciation — Fund restricted by statute. 
9. A requirement that a utility system earn money for its owners only on 
its depreciated value, where a statute forbids the use of a depreciation 
reserve for purposes of dividend declarations, would produce the con- 
fiscatory result of a system without earning value to the owners, since value 
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would become less as depreciation increased, with an eventual depreciation 
equal to the actual value, p. 77. 


Rates, § 120 — Reasonableness — Yield from property. 
10. A proper rate is one of yield from property without loss of investment, 
p. 79. 


Depreciation, § 1 — Nature of reserve. 
11. The view that a proper and adequate depreciation reserve is an addition 
to capital seems contrary to fact, since, broadly speaking, depreciation is 
the loss not restored by current maintenance, annual depreciation is the loss 
which takes place in a year, and in determining reasonable rates it is proper 
to include in the operating expenses an allowance for consumption of capital 
in order to maintain the integrity of the investment, p. 79. 


Valuation, § 90 — Accrued depreciation — Effect of fund. 
12. A depreciation fund, if used for rehabilitation and development of plant, 
adds nothing to capital investment, but only maintains it, and the original 
plant continues intact, and at the end of any given period is in the same 
condition as at the commencement of the period, p. 79. 


Depreciation, § 6 — Right to allowance. 
13. So far as the investment of the owners of a utility is impaired in fur- 
nishing service the public should meet the expense of restoration, p. 79. 


Rates, § 134 — Reasonableness — Comparison. 
14. Public utility rates are fair if, without being excessive, they correspond 
with charges of enterprises having similar features, p. 80. 


Expenses, § 69 — Maintenance — Plant improvement. 
15. Expense of maintenance of utility plant is fairly chargeable to receipts 
from carrying on the business instead of to capital, and if value is thereby 
increased it is an incidental result; maintenance, to be efficient in meeting 
the demands of those served, may reasonably be progressive as well as 
static, p. 80. 


Return, § 9 — Basis — Value. 
16. A fair return is not on cost or net continuing investment, but only on the 
actual value at the time, p. 81. 


Return, § 11 — Prudent investment basis. 
17. The prudent investment theory of rate making, from the constitutional 
standpoint, is unsound, p. 81. 


Valuation, § 2 — Growth of value — Constitutional principles. 
18. That owners of utility property should be allowed nothing for actual 
growth of value, while suffering losses, is so contrary to the incidents of 
ownership as to conflict with constitutional principles; regulation may not 
prescribe fixed and permanent values, and the rate base must be of present 
value of property properly and lawfully acquired, whatever its actual cost, 
p. 81. 


Depreciation, § 40 — Excessive reserves — Rights of consumers. 
19. Even as to accumulated excessive depreciation, the consumers have no 
interest in it, as the revenue paid by the customers for service belongs to 
the company, p. 81. 
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STATE v. HAMPTON WATER WORKS CO. 


Depreciation, § 40 — Ownership of fund. 
20 The amount accumulated by a public utility company for depreciation is 
to be treated as an asset belonging to it, by force of the state and Federal 
Constitutions, p. 81. 


Valuation, § 336 — Going concern value — Good will. 
21. A public utility company’s claim of value for the intangible element of 
good will or standing as a going concern in addition to property value 
should be disallowed when the property value assumes a demand for the use 
of the property, without which it would have only salvage value, p. 82. 


Valuation, § 39 — Measures of value — Reproduction cost. 
22. Reproduction cost is an aid in throwing light on value and in a rate case 
is relevant evidence bearing on value in the legal sense of value for sale 
or purchase, p. 83. 

Valuation, § 413 — Estimates by experts — Reproduction cost. 
23. Varying estimates of experts as to reproduction cost are to be con- 
sidered, their relative weights passed upon, and a finding deduced in the 
same manner as opinion evidence in general is examined and appraised, 


p. 83. 

Valuation, § 90 — Accrued depreciation — Reproduction cost. 
24. A company’s actual depreciation reserve, found by the Commission to 
be adequate and proper, should be applied in proportion to reproduction: 
costs, p. 85. 

Return, § 25 — Reasonableness — Measures — Interest on investments. 
25. Just compensation for a utility, requiring for efficient public service 
skillfull and prudent management as well as use of the plant, and whose rates 
are subject to public regulation, is more than current interest on mere in- 
vestment, p. 85. 

Evidence, § 3 — Judicial notice — Earnings. 
26. Judicial notice is taken of the downward trend and course of yield front 
invested property in its various forms, kind, and character during recent 
years, p. 86. 

Return, § 26 — Reasonableness — Business conditions. 
27. The fact that there has been a downward trend and course of yield from 
invested property in its various forms, kind, and character during recent 
years should be recognized in the case of utilities as well as other enter- 
prises, as they are entitled to no exemption from the common lot, p. 86. 


Return, § 22 — Reasonableness — Capital structure as factor. 
28. Involved in the finding of a just rate of return is the effect of the differ- 
ent securities in the capital structure of the company, since, by economic 
principles and experience, income yield lessens with increasing security of 
capital, p. 86. 

Return, § 115 — Water utility. 
29. A return rate of 54 per cent, found by the Commission to be just and 
reasonable for a water utility, was held not to be so clearly too low as to re- 
quire the finding to be set aside, p. 87. 


Expenses, § 92 — Rate case expense — Amortization. 


30. Rate case expense, recognized as a proper operating expense, should be 
amortized over a term of years, p. 87. 
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Expenses, § 92 — Rate case expense — Commission expenses — Amortization. 
31. The Commission, in determining operating expenses, should make a 
charge for its own expenses in the case, in view of the statutory provision 
that its expense involved in an investigation shall be paid by the utility, to 
be charged to the utility’s operating expenses and amortized over such period 


as the Commission shall fix, p. 87. 


Expenses, § 92 — Rate case expense — Amortization. 
32. Excessive costs, some allocation to other matters, ability to pay, pay- 
ment of all or a large part of rate case expense out of operating expense, 
and difficulty in determining a reasonable allowance are not sufficient rea- 
sons for denying amortization of rate case expenses, p. 87. 


[March 4, 1941.] 


PPEAL from order of Commission fixing water rates; case 
L \ remanded for further proceedings pursuant to and consist- 


ent with the opinion of the court. 


For Commission decision, 


see 36 PUR(NS) 404. 


APPEARANCES: Frank R. Kenison, 
Attorney General, for the state; Wy- 
man, Starr, Booth, Wadleigh & Lang- 
dell, of Manchester (L. E. Wyman, 
of Manchester, orally), for appellant. 


ALLEN, C. J.: By an order dated 
June 13, 1940, 22 NHPSCR 170, 36 
PUR(NS) 404, the Commission pre- 
scribed rates based on a valuation of 
the company’s property of $435,000, 
on a 54 per cent rate of return, and on 
estimates of receipts and charges which 


would yield the return. The compa- 
ny claims a higher valuation, a higher 
rate of return and a higher estimate 
of charges. In its appeal it sets forth 
many specific claims of error in the 
Commission’s findings of facts and 
rulings of law, as well as of failure 
to act upon requests for findings and 
rulings. 

[1,2] At the outset, the discretion- 
ary scope of action upon the appeal 
as authorized by the statute (P. L. 
Chap. 239, § 18) has been considered. 
Differing from the laws in many juris- 
dictions which limit rights of appeal 
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from the orders of administrative tri- 
bunals in rate cases to issues of law, 
the local statute provides that an order 
or decision of the Commission may 
be vacated not only for errors of law, 
but as well if “the court is satisfied, by 
a clear preponderance of the evidence 
before it, that such order is unjust or 
unreasonable.” P. L. Chap. 239, § 11. 
Under certain circumstances new evi- 
dence in addition to that received by 
the Commission may be introduced. 
Ib., § 12. The statute, in the measure 
of the revisory power conferred by it, 
was construed in Grafton County 
Electric Light & P. Co. v. State 
(1915) 77 NH 490, 503-506, 93 Atl 
1028, and the construction was im- 
pliedly adopted by the subsequent revi- 
sion of the public laws in 1926, in 
which no change of language in the 
statute was made. The state’s argu- 
ment for a review giving more weight 
to the findings of the Commission than 
was considered the measure in that 
case is therefore more properly one to 
be addressed to the legislature than to 
the court. “. . . it is the conscience 
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of the appellate tribunal which is in- 
voked.” Id., 77 NH at p. 505, 93 Atl 
at p. 1034. 

[3, 4] As a corollary proposition, 
the discretion vested in the court in 
prescribing the scope and terms of a 
remanding order is its own. The stat- 
utory mandate is to furnish directions 
under which the Commission may do 
what justice may require. Unfor- 
tunately the Commission and the com- 
pany are here charged by each with a 
provocative attitude against the other 
in the proceeding. The Commission 
asserts that the company has been un- 
cooperative. Its report is alleged to 
bear internal evidence that impartiality 
has not been duly observed. It has ig- 
nored the company’s requests for find- 
ings and requests so far as specific an- 
swer to them has not been made. The 
claim is advanced that the Commission 
has evolved a value and rate to produce 


a certain income, contrary to the rule 
that “the whole theory of rate regula- 
tion” bars the rate of profit as a con- 


sideration of value. Grafton County 
Electric Light & P. Co. v. State, 77 N 
H 539, 543, PUR1915C 1064, 94 Atl 
193, 196. 

Without analysis of the evidence re- 
specting the charges, it is enough to 
say that the company, with no attack 
on the integrity or competency of the 
Commission, lacks confidence in its 
sense Of fairness in the proceeding, 
while the Commission, aware of the 
challenge of its judicial impartiality, 
may more or less naturally, if uncon- 
sciously, be affected by it. It was said 
many years ago in Beattie v. Hilliard 
(1875) 55 NH 428, 435, 436, that 
“next to securing a fair and impartial 
trial for parties, it is important that 
they should feel that they have had 


such a trial.” In pursuance of this 
policy of the law, it is thought that 
the ends of justice may be better 
accomplished by a full exercise of the 
revisory powers of the court. The spe- 
cial training, experience and skill of 
the Commission to deal with rate 
problems is given full recognition, but 
the proper conclusions from the evi- 
dence and the declaration of legal rules 
are here the matters chiefly in con- 
tention, so that on the whole, with all 
features of the situation considered, a 
recommitment of the Commission for 
further proceedings in the nature of a 
general new trial does not commend 
itself. 

Moreover, “If rate regulation is to 
be effective, there must come at some 
time an end of hearings and a deci- 
sion of the questions involved.” St. 
Joseph Stock Yards Co. v. United 
States (1936) 298 US 38, 80 L ed 
1033, 14 PUR(NS) 397, 430, 56S Ct 
720, 744. This is particularly true in 
view of the local statute (P. L. Chap. 
238, § 23) which limits the life of a 
rate order to a term not exceeding two 
years, 

[5,6] Upon the issue of value, it is 
elementary that it is one of fact, and 
that actual or historical cost and re- 
production cost, with due regard for 
depreciation, are factors bearing im- 
portantly on value, neither cost being 
determinative as matter of law. The 
test that “The value of property is 
what it is worth in money, what it will 
bring in money to the seller or what it 
will cost the buyer in money to obtain 
it” (Grafton County Electric Light & 
P. Co. v. State, 78 NH 330, 334, PUR 
1917E 345, 350, 100 Atl 668, 670) 
has not changed as the legal rule. 

[7-9] It is not clear how the Com- 
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mission arrived at the rate base of 
$435,000. But it is clear that they 
misinterpreted the statute relating to 
depreciation and took a view of the ef- 
fect of depreciation contrary to law. 
In their report they advance the propo- 
sitions, first, that the statute (P. L. 
Chap. 240, § 11) impliedly forbids the 
use of a depreciation reserve for pur- 
poses of dividend declarations, and, 
second, that the customers may not 
justly be charged to pay a return on 
such part of value as has been created 
or maintained by money furnished by 
them. 

In respect to the statute, its con- 
struction by the Commission is utter- 
ly indefensible. Its provisions (P. L. 


Chap. 240, §§ 9, 10, 11) require a 
utilty to carry a “proper and adequate” 
depreciation account as the Commis- 
sion may require and under its regula- 
tions, that the fund may be used for 


restorations or additions, or invested 
until such use with the income from it 
in invested form to be added to the 
fund, and that no dividends shall be 
paid “except out of net corporate in- 
come, and except after setting aside” 
any required depreciation reserve. 

While the statute requires income 
from the fund in an invested form to 
be added to the fund, it is silent as to 
any other limitation barring the util- 
ity from treating the fund like any 
other capital after its use for restora- 
tions or additions. The purpose of the 
statute is to secure the eventual use 
of the fund in rehabilitation and de- 
velopment of the plant; it is in the in- 
terest of the consuming public that 
service shall not be impaired, and the 
establishment of the fund and its use 
in such manner serves to maintain the 
plant in its integrity and to permit its 
38 PUR(NS) 


enlargement to meet increased demand 
for its service. The statutory objec- 
tive is thus accomplished, and the ob- 
jective is further effected by control 
confining the source of dividends to 
net earnings after setting aside a prop- 
er reserve. Beyond this the statute 
in question does not undertake to make 
regulations affecting rates. It is not 
intended to operate as a restrictive test 
in the finding of just and reasonable 
rates in addition to its express terms. 
The statute for such rates (P. L. Chap. 
238, § 5) is under no implied con- 
trol. The express bar to the payment 
of dividends from the income of the 
fund while it is in an invested form 
implies no bar beyond that. If a result 
of a bar of any return to the owners 
from the depreciation account after 
its use for restorations and additions 
had been the legislative purpose, it 
would have been expressed in general 
and sweeping terms. Clearly a limited 
bar covers only its limits. 

The language in the statute pro- 
hibiting dividends except from net 
earnings and after setting aside the 
depreciation reserve means that the re- 
serve shall be deducted from the gross 
earnings as an item chargeable against 
them before the net earnings are ascer- 
tained. This is understood to accord 
with the accounting system every- 
where adopted in the bookkeeping of 
utilities. 

To sustain the Commission’s con- 
struction would be to hold that a util- 
ity’s system could earn money fez its 
owners only on its depreciated value, 
which would become less as deprecia- 
tion increased, with an eventual depre- 
ciation equal to the actual value. The 
confiscatory result of a system without 
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earning value to the owners would thus 
ensue. 

In respect to the effect of deprecia- 
tion in arriving at a proper rate base, 
aside from statutory regulation, the 
Commission’s report states that “un- 
less the accrued reserve is deducted the 
real investment or equity of the own- 
ers will be overstated,” and that “ 
it is difficult if not impossible, to justi- 
fy any treatment which would force 
the customers to pay a return on the 
moneys which these customers have 
contributed for the sole purpose of re- 
storing intact the actual investment 
sacrifice of the utility.” (Supra, 36 
PUR(NS) at p. 435.) 

[10] This position is considered to 
be in conflict with the statutory enact- 
ment that rates shall be just and rea- 
sonable. While the issue of what is 


just and reasonable is one of fact, the 
requirement of balanced adjustment of 


the respective interests of owners and 
consumers as the test of what is just 
and reasonable is matter of law. A 
proper rate is one of yield from prop- 
erty without loss of investment. Car- 
trying the Commission’s position to its 
logical conclusion, an eventual entire 
loss of value for rate making purposes 
would occur, as already pointed out. 
The quoted statement suggests no 
qualification in avoidance of such a re- 
sult. The Commission has found the 
depreciation charge proper and ade- 
quate. No inquiry has been made to 
analyze the use of the fund between 
restorations and additions. 

[11] The view that a proper and 
adequate depreciation reserve is an 
addition to capital seems contrary to 
fact. In definition, “Broadly speak- 
ing, depreciation is the loss, not re- 
stored by current maintenance, which 


is due to all the factors causing the ul- 
timate retirement of the property. 
These factors embrace wear and tear, 
decay, inadequacy, and obsolescence. 
Annual depreciation is the loss which 
takes place in a year. In determining 
reasonable rates for supplying public 
service, it is proper to include in the 
operating expenses, that is, in the cost 
of producing the service, an allowance 
for consumption of capital in order to 
maintain the integrity of the invest- 
ment in the service rendered.”’ Lind- 
heimer v. Illinois Bell Teleph. Co. 
(1934) 292 US 151, 167, 78 L ed 
1182, 3 PUR(NS) 337, 347, 54S Ct 
658, 664. It has otherwise been de- 
fined as “the loss in service value not 
restored by current maintenance and 
incurred in connection with the con- 
sumption or prospective retirement of 
property in the course of service from 
causes against which the carrier [or 
utility] is not protected by insurance, 
which are known to be in current oper- 
ation, and whose effect can be forecast 
with a reasonable approach to accu- 
racy.” Re Depreciation Charges of 
Telephone Companies (1931) 177 In- 
ters Com Rep 351, 422. 

[12, 13] The depreciation fund, if 
used for the purposes thus stated, adds 
nothing to capital investment, but only 
maintains it. The original plant con- 
tinues intact, and at the end of any 
given period is in the same condition 
as at the commencement of the period, 
if the fund has been used to keep it 
thus maintained. Ina fair, if not strict- 
ly accurate, distinction, the expense 
of ordinary repairs is charged to oper- 
ating costs, while that of extraor- 
dinary repairs, including renewals, re- 
placements and restorations, is met 
from the depreciation account. Both 


38 PUR(NS) 





NEW HAMPSHIRE SUPREME COURT 


kinds of repairs are necessary to keep 
the plant from running down, and to 
maintain efficiency. The public de- 
mand for efficient and continuous serv- 
ice calls for a standard of maintenance 
which will produce such service. The 
right of the owners of the utility that 
their investment shall not be impaired 
predicates the right of return from it 
on the basis of nonimpairment. So 
far as it is impaired through service 
to the public, in justice the public 
should meet the expense of restoration. 
No fair reason can be given for saying 
that if the public should pay enough 
to give a fair return or income from 
the investment, they should not also 
pay enough to keep it maintained. The 
rule that property may yield a fair re- 
turn assumes that the return is not 
gradually to diminish through lower- 
ing base rates. If the owners, instead 


of the consumers, paid the depreciation 


account without allowance for it in the 
rate of return, their investment would 
be increased by its amount, whether 
it was paid directly by them or taken 
from the net earnings figured without 
the allowance. The consumers paying, 
the investment is unchanged. 


Whatever the difficulties of deter- 
mining proper and adequate deprecia- 
tion, whatever the difference in the 
methods of observed and pragmatic 
depreciation, whatever the merits be- 
tween arithmetical and progressive de- 
preciation, justice and reasonableness 
do not impose upon the owner any bur- 
den leading towards ultimate loss of 
value in respect to profitable use. 

[14] No question is presented here 
of excessive depreciation. The Com- 
mission has found the amount charged 
to be proper and adequate. While the 
statute permits the use of the fund for 
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additions as well as for restorations, 
the finding implies that it has all been 
needed to avoid actual depreciation. 
So far as a reserve has proved exces- 
sive, the question is not presented. But 
even if it were, no good reason is per- 
ceived why it is not just that the utility 
investment should (not) receive treat- 
ment similar to an enterprise not sub- 
ject to the utility law. The utility 
rates, and hence the earnings, are un- 
der control, but rates are fair if, with- 
out being excessive, they correspond 
with charges of enterprises having 
similar features. The owner of an 
apartment building is expected to 
charge rentals which will include some 
estimate for depreciation. The utility 
does not seem to stand differently in 
this aspect of comparison. The land- 
lord’s rent charge would not be found 
unreasonable on account of the depre- 
ciation item as one of its elements, if 
the item were not excessive. It is not 
unfair to the public that a utility en- 
terprise should be in a parallel posi- 
tion. 

[15] The historical cost is $485,- 
000. So far as cost measures value, 
the property is worth that figure. If 
the “net continuing investment,” as the 
actual payments by the owners for the 
system, is 390,000, it follows that $95,- 
000 has been taken from the deprecia- 
tion reserve and used towards the his- 
torical cost. But it was needed in 
maintenance of the system, since no 
excessive depreciation reserve has ac- 
crued. It follows that money from a 
proper depreciation reserve has been 
used for proper depreciation purposes. 
In theory, not more property, but prop- 
erty maintained efficiently and without 
obsolescence, is the objective. If value 
is thereby increased, it is an incidental 
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result. Maintenance, to be efficient is 
meeting the demands of those served, 
may reasonably be progressive as well 
as static. A plant, without enlarge- 
ment, may require development in pro- 
ductive capacity and to conform to 
present day standards, as a matter of 
maintenance. The line between plant 
enlargement and maintenance may not 
always be readily drawn, but it lies in 
the field of facts and not of law. The 
expense of such maintenance is fairly 
chargeable to receipts from carrying 
on the business, instead of to capital. 
Being required to supply the demands 
of reasonable service, such mainte- 
nance is a partof the services, in final 
analysis, the expense of which the 
users of the service may fairly be re- 
quired to pay. If no charge for de- 
preciation were made against those 
whom the property serves, a plant in- 
efficiently maintained would in time 
follow, unless the owners were required 
in some form of assessment to pay the 
charge. If the payment were taken 
from net income, an inadequate return 
would follow. If it were paid direct 
by the owners, it would be new capital 
supplied only for maintenance. In 
either method or provision for it, an 
expense of service would fall upon the 
owners. They would thus be paying 
in part for the service received by the 
consumers. 

[16] The Commission’s theory 
confuses cost and value. Value de- 
pends upon many factors. Even a 
physically well-maintained plant may 
suffer loss in value, for reasons such 
as loss of business and mismanage- 
ment. A fair return is then not on 
cost or “net continuing investment,” 
but only on the actual value at the time. 
The continued use of property for a 
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given purpose involves its continued 
adaptation for it. To keep it adapted is 
an essential element of furnishing serv- 
ice. It is a department of operation, 
and the charge for it, from the consti- 
tutional standpoint of ownership, is 
as proper an expense of operation as 
that of labor or taxes. 

[17, 18] Moreover, from the con- 
stitutional standpoint, the “prudent 
investment” theory, to which the Com- 
mission pays some tribute, is unsound. 
i, the making of a just return 
for the use of the property involves the 
recognition of its fair value if it be 
more than its cost. The property is 
held in private ownership, and it is 
that property, and not the original cost 
of it, of which the owner may not be 
deprived without due process of law.” 
Minnesota Rate Cases (1913) 230 US 
352, 454, 57 L ed 1511, 33 S Ct 729, 
762, 48 LRA(NS) 1151, Ann Cas 
1916A 18. The Commission has 
placed emphasis on the “net continu- 
ing investment” of the owners, as 
important, although not controlling, in 
arriving at the rate base. That the 
owners should be allowed nothing for 
actual growth of value, while suffering 
losses, is so contrary to the incidents 
of ownership as to conflict with con- 
stitutional principles. Regulation may 
not prescribe fixed and permanent 
values, and the rate base must be of 
present value of property properly and 
lawfully acquired, whatever its actual 
cost. 

[19, 20] If the system were ac- 
quired by some municipality under 
eminent domain, it would pay the 
owners the fair value of the system, 
and the rate base ought to be no less. 
“When the property itself is taken by 
the exertion of the power of eminent 
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domain, just compensation is its value 
at the time of the taking. So, where 
by legislation prescribing rates or 
charges the use of the property is tak- 
en, just compensation assured by these 
constitutional provisions [the Fifth 
and Fourteenth Amendments of the 
Federal Constitution] is a reasonable 
rate of return upon that value.’’ West 
v. Chesapeake & P. Teleph. Co. 
(1935) 295 US 662, 671, 79 L ed 
1640, 8 PUR(NS) 433, 438, 55 S Ct 
894, 897, in which a measure of value 
of actual book costs less depreciation 
was held violative of due process. 
Even as to accumulated excessive de- 
preciation, the consumers have no in- 
terest in it. “The revenue paid by the 
customers for service belongs to the 
company. The amount, if any, re- 
maining after paying taxes and operat- 
ing expenses including the expense of 
depreciation, is the company’s com- 
pensation for the use of its property. 
If there is no return, or if the amount 
is less than a reasonable return, the 
company must bear the loss. Past 
losses cannot be used to enhance the 
value of the property or to support a 
claim that rates for the future are 
confiscatory. And the law 
does not require the company to give 
up for the benefit of future subscribers 
any part of its accumulations from 
past operations. Profits of the past 
cannot be used to sustain confiscatory 
rates for the future. . . . Customers 
pay for service, not for the property 
used to render it. Their payments are 
not contributions to depreciation or 
other operating expenses or to capital 
of the company. By paying bills for 
service they do not acquire any inter- 
est, legal or equitable, in the property 
used for their convenience or in the 
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funds of the company. Property paid 
for out of moneys received for service 
belongs to the company just as does 
that purchased out of proceeds of its 
bonds and stock.” Public Utility 
Comrs. v. New York Teleph. Co. 271 
US 23, 31, 32, 70 L ed 808, PUR 
1926C 740, 745, 46 S Ct 363, 366. 

The company’s accrued depreciation 
is to be treated as an asset belonging to 
it, by force of the state and Federal 
Constitutions. When property is taken 
for public use, fair payment for what 
is taken must be made, whether the 
property is taken over outright or 
whether its product in the form of 
service is taken. Any effect of exces- 
sive depreciation on rates is produced 
in determining a fair and reasonable 
rate of return not less than a noncon- 
fiscatory level, without reduction of 
the rate base. 


[21] The company’s claim of value 


for the intangible element of good will 
or standing as a going concern in addi- 
tion to property value is disallowed. 
The property value, whether based on 
actual cost or reproductive cost net, or 
with both costs given weight, assumes 
a demand for the use of the property, 
without which it would have only sal- 
vage value. As the Commission’s re- 
port sets forth: “Attempts to justify 
going concern value as a separate item 
run into a maze of contradictions be- 
tween theory and practice, between the 
growth of the actual plant and the 
dedication of the hypothetical plant to 
actual use.” (Supra, 36 PUR(NS) at 
p. 436.) “The value of appellant’s 
property used in stockyard services is 
single in substance. While it 
may be considered as made up of tangi- 
ble and intangible elements, it is not 
necessarily to be appraised by adding to 





STATE v. HAMPTON WATER WORKS CO. 


cost figures attributable to mere physi- 
cal plant something to cover the value 
of the business . Value depends 
upon use and is measured, or at least 
significantly indicated, by the profit- 
ableness of present and prospective 
service rendered at rates that are just 
and reasonable as between the owner 
of and those served by the property. 

It is elementary that value of a 
going concern may be less than, equal 
to, or more than, present cost of plant 
less depreciation plus necessary sup- 
plies and working capital.” Denver 
Union Stock Yard Co. v. United States 
(1938) 304 US 470, 479, 82 L ed 
1469, 24 PUR(NS) 155, 162, 58S Ct 
990, 996. The evidence of such value 
here, separate from and in addition to 
plant value, is a conjectural estimate. 
arbitrary in character, and unentitled 
to adoption in any measure. 

In respect to actual costs and de- 
preciation, the evidence proves a cost 
of about $485,000 and a depreciation 
of about $103,000 found by the Com- 
mission to be proper and adequate and 
amounting to 21 per cent of the cost. 

[22] In respect to reproduction 
cost, its purpose is to aid in throwing 
light on value. It is relevant evidence 
bearing on value in the legal sense of 
value for sale or purchase. It may as- 
sume two forms of computation. One 
shows how a system parallel with the 
the actual one would compare in its 
historical cost if present day costs had 
been expended in the construction of 
the actual system. The other shows 
what the actual system would cost at 
present day prices if it were construct- 
ed as a complete project in a single in- 
stallation. The results of both meth- 
ods are of service in determining the 
issue of value, although they may not 


coincide. The reproduction cost un- 
der either method being properly de- 
preciated, a figure is reached which 
shows more or less approximately 
present value on the basis of present 
costs. The changes in costs in their 
aggregate equal the difference between 
historical and reproductive costs on 
the assumed basis of equality of man- 
agement in constructing, developing 
and maintaining the system. Increases 
or decreases in property prices and 
construction expense may thus be 
comprehensively shown as evidence of 
greater or less present value. 

[23] It is said in Grafton County 
Electric Light & P. Co. v. State, 78 
NH 330, 334, PURI917E 345, 351, 
100 Atl 668, 670: “What a new 
plant would cost would be of great 
importance to one proposing to pur- 
chase one in operation.” No rule of 
law was thereby declared, and it was 
no more than an opinion dealing with 
the facts of the case. It was regarded 
in discretion as the best evidence. The 
difficulties and uncertainties in ascer- 
taining reproduction costs of course 
vary in different cases. Many factors 
cannot be resolved by mathematical 
formula. Length of service life of dif- 
ferent component parts of the system, 
obsolescence resulting in doubtful 
availability of identical replacements, 
and changes in adaptability, may be 
mentioned as presenting problems of 
opinion. And experts may employ dif- 
ferent methods of computation affect- 
ing their estimates. But it does not ap- 
pear that the company’s plant might 
not be reproduced with substantially 
the same type of construction and 
equipment which it now has. The dif- 
ferent elements in the plant of a water 
utility, of water supply, pumping sta- 
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tions, rights of way, pipe lines, hy- 
drants, service connections and equip- 
ment, and other structures, are more 
standardized through length of time 
than are some of the elements which 
go to make up the plant of an electric 
utility. If the estimates of experts 
vary, they are nevertheless to be con- 
sidered, their relative weights passed 
upon, and a finding deduced in the 
same manner as opinion evidence in 
general is examined and appraised. 


Three estimates of reproduction 
costs by experts have been made. 
Two of the experts were engaged by 
the Commission and one by the com- 
pany. The Commission somewhat 
summarily dismissed from consider- 
ation the appraisal of Mr. Lord, one 
of its own experts. His qualifications 
were admitted, but at the time of the 
hearing he was dead, and because he 
could not be examined as a witness in 


explanation of the items of his report, 
the Commission discarded the report 
as having no evidentiary value aside 
from its service as an unappraised in- 
ventory. It is thought that the report 
did not receive due weight from the 


Commission. It was in evidence that 
his appraisals were made after thor- 
ough and painstaking search, inquiry 
and checks. He was competent. The 
Commission has found that the wit- 
ness Clair “did not agree with the 
prices used,” when Clair’s testimony 
also was that he and Mr. Lord were in 
substantial agreement on _ prices. 
Moreover, the Lord appraisal was 
completed and submitted by Mr. Clair 
as an expert in the engineering firm en- 
gaged by the Commission for apprais- 
al service. The circumstance that the 
Lord appraisal was made some three 
years before the others is of negligible 
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consequence when allowance for plant 
additions during the period is made. 
The price level of materials and labor 
is not shown to have undergone any 
material change subsequent to the ap- 
praisal. 

In some comparison of the experts’ 
estimates, the cost estimate of Mr. 
Lord was $682,000. Thereafter the 
company incurred a capital expendi- 
ture of about $65,000, which would 
increase the estimate when brought to 
date and in line with the others, to 
$747,000. Mr. Morrison, the other 
expert hired by the Commission, esti- 
mated a reproduction cost of $675,- 
000, while Mr. Newsom, the com- 
pany’s expert, arrived at a figure of 
$895,000. This figure included $50,- 
000 as an item for intangible value, or 
value as a going concern, and over 
$100,000 as an item for “tmiscella- 
neous construction and equipment ex- 
pense,” understood to be largely an es- 
timate for contractors’ overlay and for 
overhead expense upon the basis of a 
newly constructed system as a unit, 
rather than of applying present prices 
to the existing system. If these two 
items, amounting to $150,000, are de- 
ducted, the result of $745,000 is in 
surprisingly close accord with the Lord 
adjusted estimate of $747,000. This 
virtual agreement not only strengthens 
the force of each of the two estimates, 
but tends to lessen the value of the 
Morrison estimate. Aside from the 
two special items of the Newsom ap- 
praisal which have been mentioned and 
for which Morrison made no allow- 
ance, the chief difference in their esti- 
mates is in the item of distribution 
mains and hydrants, the Newsom 
figure for the item being $50,000 high- 
er than Morrison’s. 


38 PUR(NS) 84 





-—- © 


—~e ~~ £H tt 3S bh 


STATE v. HAMPTON WATER WORKS CO. 


[24] There are thus the adjusted 
figures of $675,000 for the Morrison 
appraisal, $745,000 for Newsom’s 
and $747,000 for Lord’s. Their al- 
lowances for depreciation are at wide 
variance. It would seem that the com- 
pany’s actual depreciation reserve, 
found by the Commission to be ade- 
quate and proper, should be applied in 
proportion to reproduction costs. The 
company has an allowed depreciation 
of 21 per cent of actual cost. Apply- 
ing this percentage to the foregoing 
figures for reproduction costs, the de- 
preciations amount respectively and 
roundly to $142,000, $156,500, and 
$157,000, producing the reproduction 
cost net figures respectively and round- 
ly of $533,000, $588,000, and $590,- 
000. 

The Commission has undertaken in 
extensive and elaborate analysis to 
show that the estimates of reproduc- 


tion costs are too high. While avoid- 
ing any conclusion of a definite figure, 
they find, by necessary inference, that 
the lowest estimate of $675,000 is ex- 
cessive. They have suggested various 
tests and checks pointing to that con- 


clusion. Survey of the evidence and 
study of the Commission’s report 
make it clear that the report is unduly 
critical. It is not deemed expedient 
that the various points and methods 
of bearing should here receive specific 
and detailed treatment. Many of 
them are based in measurable degree 
on opinion evidence, and the value of 
the evidence upon the items considered 
separately is differently appraised by 
the members of the court. 

Without statement of the manner in 
which we have reached our conclu- 
sions, all of us are in agreement that 
while taking the findings of the Com- 


mission as prima facie correct, “it 
plainly appears ‘beyond reasonable 
controversy’ ” (Grafton County Elec- 
tric Light & P. Co. v. State [1915] 
77 NH 490, 509, 93 Atl 1028, 1036) 
that the reproduction cost of the com- 
pany’s system is at least $660,000. 
Assuming a depreciation of 21 per 
cent, it results in a reproduction cost 
net of $521,400. But since, as al- 
ready appears, the depreciation re- 
serve is an asset of the utility, a value 
of $660,000 remains if reproductive 
cost were to measure actual value. 
The actual cost of $485,000 is admit- 
ted. The present value, as the base 
rate, is $560,000. 

[25] In respect to rate of return, 
“it is manifest that just compensation 
for a utility, requiring for efficient 
public service skillful and prudent 
management as well as use of the 
plant, and whose rates are subject to 
public regulation, is more than current 
interest on mere investment. Sound 
business management requires that, 
after paying all expenses of operation, 
setting aside the necessary sums for 
depreciation, payment of interest and 
reasonable dividends, there should 
still remain something to be passed to 
the surplus account; and a rate of re- 
turn which does not admit of that be- 
ing done is not sufficient to assure con- 
fidence in the financial soundness of 
the utility to maintain its credit and 
enable it to raise money necessary for 
the proper discharge of its public du- 
ties.’ United R. & Electric Co. v. 
West, 280 US 234, 251, 252, 74 L ed 
390, PUR1930A 225, 229, 50 S Ct 
123, 126. “A public utility is entitled 
to such rates as will permit it to earn 
a return on the value of the property 
which it employs for the convenience 
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of the public equal to that generally 
being made at the same time and in 
the same general part of the country 
on investments in other business un- 
dertakings which are attended by cor- 
responding risks and uncertainties; 
but it has no constitutional right to 
profits such as are realized or antici- 
pated in highly profitable enterprises 
or speculative ventures. The return 
should be reasonably sufficient to as- 
sure confidence in the financial sound- 
ness of the utility, and should be ade- 
quate, under efficient and economical 
management, to maintain and support 
its credit and enable it to raise the 
money necessary for the proper dis- 
charge of its public duties. A rate of 
return may be reasonable at one time 
and become too high or too low by 
changes affecting opportunities for in- 
vestment, the money market and busi- 
ness conditions generally.” Bluefield 
Water Works & Improv. Co. v. West 
Virginia Pub. Service Commission, 
262 US 679, 692, 693, 67 L ed 1176, 
PUR1923D 11, 20, 43 S Ct 675, 679. 

[26, 27] In Los Angeles Gas & E. 
Corp. v. California R. Commission, 
289 US 287, 320, 77 L ed 1180, PUR 
1933C 229, 53 S Ct 637, 649, “the 
general situation as to investments” 
was held to be a factor of considera- 
tion, and “business conditions” were 
similarly taken into account in Dayton 
Power & Light Co. v. Ohio Pub. Util- 
ities Commission (1934) 292 US 290, 
311, 78 L ed 1267, 3 PUR(NS) 279, 
54 S Ct 647. Judicial notice is taken 
of the downward trend and course of 
yield from invested property in its va- 
rious forms, kind, and character dur- 
ing the past ten years. In general the 
yield has been reduced from one-half 
to one-third. In other words, it takes 
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from one and one-half to two times as 
much money to yield what the basic 
amount formerly did. In fairness, 
this widespread and unspecialized fea- 
ture of investments should be recog- 
nized in the case of utilities as well as 
other enterprises. They are entitled to 
no exemption. from the common lot. 
The company’s financial condition is 
stable and sound, and with a surplus 
account, on the basis of the rate base 
of $560,000 of about $188,000, or an 
overlay of about one-third, its credit 
requirements for sustaining its needs 
of physical maintenance and service 
does not appear doubtful. Its “rela- 
tions and opportunities” free its in- 
tegrity from danger of attack. The 
risks of fluctuations in its amount of 
business appear slight, while the risks 
of disasters and destruction are not 
impressive. The history from year to 
year has been of steady and continu- 
ous growth with minor exceptions. 
[28] Involved in the finding of a 
just rate of return is the effect of the 
different securities in the capital struc- 
ture of the company. By economic 
principles and experience, income 
yield lessens with increasing security 
of capital. When there are, as here, 
mortgage bonds, preferred and com- 
mon stocks, the amount of the mort- 
gage lien represents an interest in the 
property equal to the amount. While 
not full ownership, yet the equity or 
interest of the stocks is measured in 
value by deducting the mortgage debt 
from the full value of the property 
mortgaged. In any enterprise whose 
property is encumbered with a mort- 
gage debt, the interest on the debt is 
classified as an operating expense. In 
the case of utility, good management 
requires reasonable economy in oper- 
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ation, and hence the hiring of money 
at no greater rates than the market 
offers. A reduction in interest rates, 
reducing the charges against receipts, 
would seem in justice and at least in 
some measure to enure to the benefit 
of the customers of the company. If 
the holders of common stock receive all 
the gain in net earnings resulting from 
the reduction, the consumers lose all 
benefit from the saving. Under the 
principle that fair rates are a balance 
of interest between owners and rate- 
payer, a less expensive service should 
spell a lower charge for it. While in 
technique the mortgage is but a lien on 
the property, and while, as usually 
phrased, the owners are entitled to a 
fair return from the use of the prop- 
erty, in reality there is an equity 
ownership, and not a_ full own- 
ership, when the property is under 
lien. If the property were taken un- 


der eminent domain proceedings, the 
owners would be paid only the value of 


the equity interest. If the owners paid 
the mortgage debt, there would then 
be no interest charge, and they would 
then be entitled to a rate of return 
based on their full ownership. If, 
without any debt, a utility issued pre- 
ferred and common stocks in equal 
amounts and sharing equally in liqui- 
dation, a low dividend rate for the pre- 
ferred stock would not justify the 
holders of common stock to any claim 
of return based on the low rate for the 
preferred stock. Rates are estab- 
lished in social protection for the gen- 
eral welfare, and in keeping expense at 
its lowest point consistent with effi- 
ciency with a fair return on actual 
ownership interest, no confiscatory ac- 
tion is perceived. 

a? each utility presents an in- 


dividual problem. The answer does 
not lie alone in average yields of seem- 
ingly comparable securities. 

Yields of preferred and common 
stocks are to be considered, as well as 
those of the funded debt. When 
bonds and preferred stocks of well-sea- 
soned companies can be floated at low 
rates, the allowance of an over-all 
rate return of a modest percentage 
will bring handsome yields to the com- 
mon stock. Certainly the yields of the 
equity issues must be larger than that 
for the underlying securities.’ Dris- 
coll v. Edison Light & P. Co. (1939) 
307 US 104, 119, 120, 83 L ed 1134, 
28 PUR(NS) 65, 75, 59 S Ct 715, 
722. 

[29] With due weight given to the 
foregoing and other points of per- 
tinence, the rate of 54 per cent found 
by the Commission as just and rea- 
sonable is not so clearly too low as to 
require the finding to be set aside. In 
analysis, the common stock, represent- 
ing the equity ownership of all the 
surplus and of less than one-seventh 
in the remaining value of the plant, or 
a 424 per cent ownership of the entire 
value, will receive over one-half of the 
expected net return, at a rate of 7 per 
cent on such ownership. 

The result imposes on the Commis- 
sion the duty to recalculate the charges 
for water. In their estimate of re- 
ceipts and expense they should have 
the benefit of the company’s report 
showing their actual amount in 1940. 

[80-32] In respect to rate case ex- 
pense, the Commission recognizes it 
as a proper operating expense, but has 
declined to amortize it over a term of 
years. Also, it has made no charge 
for its own expenses in the case. This 
is a clear disregard of the statute 
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(Laws 1931, chap. 127, § 1) which 
provides that its expense involved in 
an investigation “‘shall’”’ be paid by the 
utility to an amount not over one-half 
of one per cent of the utility’s existing 
valuation, to be charged to the utility’s 
operating expenses and amortized over 
such period as the Commission shall 
fix. Upon the valuation as found, the 
utility is to be charged for such ex- 
pense to an amount not over $2,800. 
With reference to the company’s 
own rate case expense, the Commis- 
sion assigns various reasons for de- 
nying its amortization. Among the 
reasons, excessive costs, some alloca- 
tion to other matters, ability to pay 
and payment of all or a large part out 
of operating expense, and difficulty 
in determining a reasonable allowance, 
are given. These reasons are insuffi- 


cient for the denial. Difficulty in per- 
forming the duty to determine what is 


just and reasonable is no relief from 
the duty. Excessive and improper 
charges may be found in amount as 
well as a fact. If unreasonably in- 
curred, if undue in amount, if charge- 
able to other accounts, they may be to 
that extent reduced. 

The present case was instituted in 
1939, and is still pending. The com- 
pany’s expenses reasonably incurred in 
connection with it, including those of 
the appeal, are to be ascertained. The 
Commission’s statement that the 1939 
expense of the company is a nonrecur- 
ring item cannot be true either for 
1940 or 1941, with the case being yet 
unconcluded. 

Amortization for the expense is a 
demand of justice, to satisfy the prin- 
ciple of equalization. The company 
would be justified in spreading the ex- 
pense over a reasonable term of years, 
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instead of paying all of it in a part of 
the term, to the saving of operating ex- 
penses for the balance of the term. 
The effect of present payment is to re- 
duce operating expenses in later years 
below a fair and proper level. The 
payment is for a service from which 
benefit in later years is derived. Fairly 
the customers are not entitled to the 
service without paying for it on a 
basis of adjustment which amortiza- 
tion is necessary to produce. A special 
operating expense ought not to be dis- 
regarded in the estimate of the receipts 
adequate over expenses to leave the 
amount of return called for by the rate. 
And its distribution through a reason- 
able term is as fair to customer as to 
owner. 

The rate term is not over two years 
(P. L. Chap 238, § 23), but investiga- 
tions oftener than once in five years 
are not required (Laws 1931, Chap, 
127, § 2, amending P. L. Chap. 238, 
§ 5). In the lack of substantial evi- 
dence that another investigation will 
transpire within the quinquennial peri- 
od, it should be employed as the only 
reasonable one to take for the amor- 
tization. 

It is thought that the foregoing 
views of legal and factual issues are 
adequate in action upon the appeal. 
Specific treatment of the grounds of 
appeal beyond that given appears un- 
necessary. Many of the grounds be- 
come moot by reason of the discretion 
adopted in the extent of revision of the 
Commission’s orders. The refusal of 
the Commission to discharge its duty 
“to find all facts which either party 
may request, essential to the presen- 
tation of all questions of law raised 
by any decision or order made by them” 
(Grafton County Electric Light & P. 





ort 


we 5 SS eh 


- 


STATE v. HAMPTON WATER WORKS CO. 


Co. v. State [1915] 77 NH 490, 498, 
93 Atl 1028, 1031) may be noted. 
Answer to such bequests is of benefit 
in the exercise of the revisory authori- 
ty provided by the statute. Any fact 
taken into account, or which should 
be taken, in reaching the decision or 
order is essential, and performance of 
the duty is not excused on the ground 
that it is burdensome. It is evident 


that with such findings the exercise 
of the revisory power is facilitated and 
may, in discretion, be substantially 
narrowed. 


The case is remanded for further 


proceedings pursuant to and consistent 
with this opinion. 


Remanded. 


All concurred. 








MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re Lawrence Gas & Electric Company 


[D. P. U. 6145.] 


Rates, § 302 — Variable — Tax clauses. 


A tax clause in a gas rate schedule, providing for an automatic increase or 
decrease in rates as taxes vary from the amount currently paid by the 
utility company, should be disapproved as not in the public interest. 


[April 24, 1941.] 


NVESTIGATION by Department upon its own motion as to pro- 
I priety of filed gas rate schedule; schedule containing tax 
clause disallowed. 


By the DEPARTMENT: On July 17, 
1940, the company filed a schedule of 
rates and charges for gas to become 
effective on August 1, 1940, the sched- 
ule being designated M.D.P.U. No. 
65—Domestic Gas Rate L-2. The 
Department suspended the taking effect 
of the schedule and proceeded to in- 
vestigate the propriety of the proposed 
rates. 

The proposed changes relate to 
“availability,” “minimum charge,” and 
“tax clause.” The rate for gas used 
remains unchanged. 

The proposed change in “availabil- 
ity” in the proposed domestic rate will 


89 


result in reducing the present restric- 
tion and making more gas available 
to domestic customers. The present 
availability clause allows the customer 
with a thermostatically controlled wa- 
ter heater rated to consume not more 
than oye cubic foot of gas per hour for 
each 2 gallons of water storage capac- 
ity, whereas the proposed availability 
allows the use of apparatus up to one 
cubic foot of gas per hour for each 14 
gallons of water storage capacity. 

The new rate proposes to reduce the 
present “minimum charge” from $26 
a year to “$2 a month but not more 
than $24 a year.” 
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These two proposed changes are ob- 
viously beneficial to the customers of 
the company and should also serve to 
stimulate somewhat an increase in the 
use of gas. We look upon them with 
favor. 

The most important point raised by 
the proposed new rate relates to the 
“tax clause’ so called. The proposed 
“tax clause” is as follows: ‘‘When- 
ever in any calendar year the amount of 
‘Taxes Assignable to Gas Operations’ 
returned in the annual report to the 
Massachusetts Department of Public 
Utilities exceeds 19 cents per dollar of 
‘Total Gas Operating Revenues,’ then 
for each one-tenth cent of such in- 
crease above 19 cents per dollar the 
above rates shall be increased one- 
tenth of one per cent during the 12- 
month period beginning March Ist of 
the next following year; and in the 
event the total amount of all such taxes 


is less than 19 cents per dollar of total 
revenues from sale of gas, then the 
above rates shall be similarly de- 
creased.” 


The base of 19 cents mentioned in 
the “tax clause” represents the amount 
estimated as being currently paid by 
the company for taxes of all kinds for 
each dollar of gas operating revenue. 
In anticipation of increased taxes, the 
company seeks to adopt this device by 
which, as taxes vary in the amount of 
one-tenth cent above or below 19 cents 
per dollar of gas revenue, the charges 
for gas supplied under this rate at each 
such point shall correspondingly be au- 
tomatically increased or deceased by a 
percentage equal to one-tenth of 1 per 
cent for each one-tenth cent of such 
change from the 19 cents. The “tax 
clause” also provides for a similar de- 
crease upon the decline of taxes. 
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The company reasonably expects 
substantial future increases in taxes, an 
expectation that is generally regarded 
certainly to be fulfilled in the immedi- 
ate future. We, too, share this expec- 
tation and fully realize the effect which 
it may have on the operating costs and 
income of utility companies, an effect 
which must be reckoned with in future 
cases of rate determination. However, 
we are reluctant to attempt a solution 
of the tax problem by recourse to a tax 
clause, even one as well and ably drawn 
as that before us. The approval of a 
tax clause is tantamount to the grant- 
ing of a rate increase. A tax clause 
as proposed gives the company the op- 
portunity to charge its customers the 
increased taxes without striving to 
meet them either by effecting operating 
economies or increasing revenues by 
increased sales. It removes the in- 
centive which the company otherwise 
has to seek tax reductions. It involves 
in its application certain elements or 
factors which do not permit direct and 
certain computation of charges. This 
company presently has a tax clause in 
effect which was included in a rate 
schedule filed in 1932 and approved by 
this Department but which the compa- 
ny has never invoked. It provides as 
follows: ‘In the event that any forms 
of taxes other than those effective on 
the company during the year 1932, 
shall be imposed upon the company, 
the rates set forth in this schedule 
shall be automatically increased by 
an amount sufficient to cover such 
taxes.” 

A few other tax clauses have been in- 
cluded in the schedules of rates here- 
tofore filed by other gas and electric 
companies with the Department but so 
far as we are aware this is the first time 
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that the question has been definitely 
presented for decision. However, for 
the reasons which we have set forth, 
our conclusion is that the public inter- 
est will be better served by the disap- 
proval and disallowance of tax clauses 
than by their adoption at the present 
time. If revenue increases become 
necessary because of increases in taxes, 
then the matter may be considered 
after the company files revised rates 
to which the Department may give its 
attention. 

Accordingly, after notice, public 


hearing, investigation, and considera- 
tion, it is 

Ordered that the schedule of rates 
and charges for gas filed by the Law- 
rence Gas and Electric Company on 
July 17, 1940, designated M.D.P.U. 
No. 65—Domestic Gas Rate L-2, be 
and the same is disallowed. 

Further ordered that leave is hereby 
granted the company to file a new 
schedule of domestic gas rates in form 
similar to that filed on July 17, 1940, 
but omitting the tax clause as therein 
contained. 
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Re Duquesne Light Company et al. 


Re Equitable Gas Company 


[Application Docket Nos. 32366, 58906, 58907, Folder 2.] 


Commissions, § 28 — Jurisdiction — Legal questions — Corporate powers. 
1. The Commission, in passing upon applications filed by corporations, has 
jurisdiction, and it is its duty, to determine whether said corporations have 
the right to do or not to do the thing for which Commission approval is 


sought, p. 94. 


Corporations, § 13 — Charters — Implied powers. 


2. A corporation is not restricted to the exercise of the powers expressly 
conferred upon it by its charter, but has the implied or incidental power 
to do whatever is reasonably necessary to effectuate the powers expressly 
granted and to accomplish the purposes for which it was formed, unless 
the particular act sought to be done is prohibited by law or by its charter, 


p. 94. 


Corporations, § 13 — Incidental powers — Discount of conditional sales contract. 


3. Electric and gas corporations have the incidental power to discount con- 
ditional sales contracts covering sales of electrical and gas appliances sold 


to their customers, p. 94. 


Intercorporate relations, § 19 — Loans to affiliates — Discount of instalment agree- 


ment — Merchandising sales. 


4. An agreement between an electric company, a gas company, and an 
affiliated sales company, providing for assignment by the sales company to 
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the utilities of instalment agreements and charge accounts of customers of 
the utilities arising out of purchases of electric and gas appliances and 
equipment, should be approved when the utilities, in discounting such con- 
ditional sales contracts, would secure a return adequate to provide the en- 
tire cost of handling the accounts, plus a return on investment, p. 95. 


Merchandising and jobbing, § 3 — Contract with affiliate — Promotional activities. 
5. An agreement between an electric or gas company and an affiliated sales 
company, providing for the distribution to the sales company of orders for 
appliances and equipment taken by salesmen of the utility company so as to 
shift promotional activities from the sales company to the utility, while 
the sales company does the actual selling and takes the profit, is not neces- 
sary or proper for the service, accommodation, convenience, or safety of 
the public and should be disapproved, since a utility should not expend 
large sums of money which are charged to operating expenses for the 
solicitation of orders for appliances for the benefit of an affiliated company, 
p. 95. 


Intercorporate relations, § 14.2 — Contracts between affiliates — Regulation. 


6. Contracts or agreements between affiliated companies should be scruti- 
nized with care to further the proper regulation and supervision of public 
utilities, p. 96. 


[March 31, 1941.] 


PPLICATIONS for approval of agreements between electric and 
L \ gas utilities and an affiliated merchandising corporation; 
one agreement approved and others disapproved. 


¥ 


By the Commission : The Duquesne 
Light Company (hereinafter referred 
to as Light Company), a subsidiary of 
the Philadelphia Company, is a public 
utility corporation furnishing electric 
service in Allegheny and Beaver coun- 
ties. The Equitable Gas Company 
(hereinafter referred to as Gas Com- 
pany ), a subsidiary of the Philadelphia 
Company, is a public utility corpora- 
tion furnishing natural gas service in 
Allegheny, Washington, Greene, and 
Westmoreland counties. The Equita- 
ble Sales Company (hereinafter re- 
ferred to as Sales Company), a sub- 
sidiary of the Philadelphia Company, 
is a corporation engaged in the sale of 
electric and gas appliances. Light 
Company and Gas Company are affil- 
iated public utility corporations, and as 
regards to Light Company and Gas 
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Company, Sales Company is an affil- 
iated corporation. 

On the 21st day of March, 1934, 
an application was filed with the Public 
Service Commission (A. 32366) for 
approval of an agreement executed 
March 12, 1934, between Light Com- 
pany, Gas Company, and Sales Compa- 
ny, providing for the assignment by 
Sales Company to Light Company of 
instalment agreements and charge ac- 
counts of its customers arising out of 
the purchase of electric appliances and 
equipment, and for the assignment by 
Sales Company to Gas Company of 
instalment agreements and charge ac- 
counts of its customers arising out 
of the purchase of gas appliances and 
equipment. The original agreement 
provided for a charge at the rate of 6 
per cent per annum on the face value of 
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the lease or sales contract, which rate 
was later reduced to 5 per cent and 
the reduction approved by the Public 
Service Commission by its order dat- 
ed December 9, 1935. 

On October 8, 1935, the Public 
Service Commission issued its report 
and order, accompanied by its certifi- 
cate of public convenience, approving 
the agreement for a period of time, 
which expired on December 31, 1937. 
By various interim orders the Com- 
mission has permitted the agreement to 
continue in effect to and including 
March 31, 1941. 


The continuation of the agreement 
was submitted for approval under 
§ 702 of the Public Utility Law, since 
Sales Company is an affiliated interest 
as to both Light Company and Gas 
Company. 

Hearings were had at which testi- 
mony was Offered by applicants. <A 


brief was filed and oral argument was 
had before the Commission. 

It appears from the testimony that 
since January 1, 1934, Light Company 
and Gas Company have not engaged 
directly in merchandising activities, 
such activities having been conduct- 


ed by Sales Company. From Jan- 
uary 1, 1934, to May 1, 1939, 
Sales Company employed advertis- 
ing field promotion, store display and 
demonstrations and special promo- 
tion campaigns to promote the sale of 
appliances. Generally the advertising 
had been in newspapers, although some 
had been direct by mail. All advertise- 
ments appearing in any publication, or 
in any other form, over the name of 
Gas and Electrical Shops, were paid 
for by Sales Company, although in 
some instances contributions were 
made by manufacturers. All advertis- 


ing of a general character, not advertis- 
ing any specific article, over the name 
of Light Company or Gas Company, 
was paid for by those companies. The 
field promotion activities of Sales 
Company covered the contacting of 
customers of Light Company and Gas 
Company in the customer’s home and 
the home demonstration of appliances. 
Appliances were displayed in the 
twelve stores operated by Sales Com- 
pany and demonstrations given from 
time to time by trained demonstrators. 
On various occasions special promo- 
tional campaigns were conducted by 
Sales Company to promote the sale of 
some particular appliance. 


The testimony further shows that 
when Sales Company sold an appli- 
ance on the instalment plan a down 
payment was secured and a contract 
signed for the balance of the purchase 
price. The person making the sale as- 
certained if the purchaser was a cus- 
tomer of Light Company, if it was an 
electrical appliance, or of Gas Compa- 
ny, if it was a gas appliance. If the 
purchaser was a customer of either of 
the utilities, an opportunity was given 
to have the monthly charge for the ap- 
pliance included with the gas or service 
bill. If the contract was to be as- 
signed, it was then stamped “Light 
Company” or “Gas Company,” in- 
dicating that the appliance charged was 
to be included in the service bill, and 
then forwarded to the accounting de- 
partment where it was checked to de- 
termine whether the purchaser was a 
customer of either utility. (Contracts 
that were not with patrons of either 
Gas Company or Light Company were 
returned to Sales Company.) There- 
after the instalment accounts were 
handled directly with the electric or 
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gas accounts of the customer and did 
not require any separate handling in 
the accounting department as merchan- 
dise accounts. No segregation was 
made on the books of either Light 
Company or Gas Company for the in- 
terest on deferred balances or for the 
cost of carrying the instalment ac- 
counts. Whenever an instalment ac- 
count became delinquent it was con- 
sidered uncollectible by the utility 
company and was returned to Sales 
Company, whether or not the missed 
instalments were consecutive. When 
an account was returned to Sales Com- 
pany it was billed at face value, plus 
accrued charges to date of return, less 
payments received. Under the provi- 
sions of the agreement, Sales Company 
indemnifies Light Company and Gas 
Company from and against losses of 
any kind arising from their participa- 
tion in the agreement. 

The auditor of receipts of Light 
Company, Gas Company, and Sales 
Company testified that, in his opinion, 
if the taking over of such accounts is 
a continuing activity, Light Company 
will recover a return of 5 per cent on 
the money inveseted in these accounts. 
He further testified that Gas Company 
had not taken over any accounts from 
Sales Company between January 1 and 
September 30, 1939. 

[1] In passing upon applications 
filed by corporations, the Commission 
has jurisdiction, and it is its duty, to 
determine whether said corporations 
have the right to do or not to do the 
thing for which Commission approval 
is sought: Pittsburgh R. Co. v. Public 
Service Commission (1934) 115 Pa 
Super Ct 58, 6 PUR(NS) 369, 174 
Atl 670; Owl Protective Co. v. Public 
Service Commission (1936) 123 Pa 
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Super Ct 382, 16 PUR(NS) 169, 187 
Atl 229; Haugh & K. Storage & 
Transfer Co. v. Public Utility Com- 
mission (1938) 133 Pa Super Ct 
175,27 PUR(NS) 377, 2 A(2d) 548. 

[2, 3] It is a well-recognized rule 
that a corporation is not restricted to 
the exercise of the powers expressly 
conferred upon it by its charter, but has 
the implied or incidental power to do 
whatever is reasonably necessary to 
effectuate the powers expressly grant- 
ed and to accomplish the purposes for 
which it was formed, unless the par- 
ticular act sought to be done is pro- 
hibited by law or by its charter: 13 
Am Jur 773. 


In Malone v. Lancaster Gas Light & 
Fuel Co. (1897) 182 Pa 309, 37 Atl 
932, the court, in holding that a cor- 
poration organized for the purpose of 
“manufacturing and supplying illumi- 
nating and heating gas,’’ may not only 
supply the gas itself but may also in- 
cidentally deal in such appliances and 
conveniences as will induce new cus- 
tomers to use gas and old ones to use 
more, said: (p. 322.) 

“This is a legitimate mode of ex- 
tending the company’s business, in di- 
rect furtherance of its charter object. 
In considering such questions, much 
weight must be allowed to the judg- 
ment of the parties most interested, 
the officers and stockholders of the 
corporation itself, and while they will 
not be permitted, as against the com- 
monwealth or a dissenting stockholder, 
to go outside of their legitimate cor- 
porate business, yet where the act 
questioned is of a nature to be fairly 
considered incidental or auxiliary to 
such business, it will not be unlawful, 
because not within the literal terms of 
the corporate grant.” 
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The principles enunciated in the 
Malone Case, supra, were approved in 
Com. ex rel. Baldridge v. Philadelphia 
Electric Co. 300 Pa 577, PUR1930D 
7,151 Atl 344. 

In Erie Lighting Co. v. Public Util- 
ity Commission (1938) 131 Pa Super 
Ct 190, 24 PUR(NS) 45, 198 Atl 
901, the companies entered into agree- 
ments for the discounting of condi- 
tional sales contracts, covering sales of 
electric and gas appliances to custom- 
ers of the particular utility, either di- 
rectly by the utility or by a dealer who 
sold his contract to the utility. Pur- 
suant to § 601 of the Public Utility 
Law, the companies filed “securities 
certificates” covering the discounting 
of said contracts. The Commission 
rejected the securities certificates. In 
reversing the action of the Commis- 
sion, the court reiterated the principle 
stated in Malone v. Lancaster Gas 


Light & Fuel Co. supra, that a public 
utility company may engage in the 
sale of appliances to its customers in 
connection with the primary service 


rendered by the company. 
198 the court also stated: 

“In addition, § 912 (66 PS 1352) 
of the Public Utility Law specifically 
recognizes the right of utilities to deal 
in appliances by imposing regulations 
with reference to the sale and leasing 
of appliances and equipment.” 

In view of the above authorities, we 
are constrained to hold that Light 
Company and Gas Company have the 
incidental power to discount condi- 
tional sales contracts, covering sales 
of electrical and gas appliances sold to 
their customers. 

[4] It appearing from the record 
that the utilities, in discounting said 
conditional sales contracts, would se- 


At page 


cure a return adequate to provide the 
entire cost of handling the accounts, 
plus a return on its investment, we are 
of the opinion and find that said 
agreement should be approved. 

[5] On August 10, 1939, applica- 
tions were filed for approval of agree- 
ments dated August 7, 1939, effective 
May 1, 1939, between Light Com- 
pany and Sales Company (A. 58906) 
and Gas Company and Sales Company 
(A. 58907) providing for the distri- 
bution to Sales Company of orders 
for appliances and equipment taken by 
salesmen of Light Company and Gas 
Company. 

The agreements were submitted 
for approval under § 702 of the Pub- 
lic Utility Law. A hearing was had, a 
brief filed, and oral argument was had 
before the Commission. 

By virtue of the instant agreements, 
the method of conducting the mer- 
chandising activities of Light Com- 
pany, Gas Company, and Sales Com- 
pany was radically changed, so as to 
shift the promotional activities from 
Sales Company to the two utilities. 
Under the new arrangement Sales 
Company will do the actual selling of 
load-building equipment and_ will 
maintain certain stores in the territory 
served by the utilities, but will not do 
the actual promotion of items which 
will not be sold at a merchandising 
profit. The utilities will conduct the 
promotional activities, which include 
the canvassing of their customers for 
orders for appliances. When a sales- 
man of either utility has contacted 
one of its customers, and has induced 
that customer to purchase an appliance 
(after quoting sale price and trade-in 
allowances ) an order for the same will 
be taken, which, in turn, will be 
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turned over to one of the participating 
dealers selected by the utilities, or to 
Sales Company. However, it was 
stated of record that such orders are 
not being turned over to any dealers 
other than Sales Company. Once the 
order is taken and turned over to Sales 
Company, that company will actually 
do the selling, delivering, and install- 
ing of the appliance or equipment. 
The profit from the sale, of course, 
goes to Sales Company. In the event 
the agreement of March 12, 1934, re- 
ferred to above (A. 32366), would 
continue in effect, the bailment lease 
contract could be assigned to either 
utility ; to Light Company in the case 
of electric appliances, or to Gas Com- 
pany in the case of gas appliances, in 
the manner hereinbefore mentioned. 


The increased cost to Light Com- 
pany and Gas Company for sales pro- 
motion, as estimated for 1940, over 


the actual cost for the same activities 
for the year ended March 31, 1939, is 
$150,000 and $220,000, respectively. 

The testimony shows that if the 
agreements are permitted to become 
effective, Sales Company is prepared 
to operate on a basis to make money, 
or at least break even. 

After a careful review of the agree- 
ments and the testimony adduced at 
the hearing, we are of the opinion that 
the agreements are not necessary or 
proper for the service, accommodation, 
convenience or safety of the public. 
In arriving at this conclusion, we 
have not lost sight of the fact, as here- 
inbefore stated, that the public utili- 
ties have the right to engage in the sale 
of appliances. Nor are we attempt- 
ing to manage or control the sales ac- 
tivities of the two utilities. Whether 
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or not Light Company or Gas Com- 
pany engages in the sale of appliances 
is a matter for each company to deter- 
mine, but in our opinion, if they elect 
to do so, they should engage in such 
activities directly, not indirectly, 
They should not expend large sums of 
money which are charged to operating 
expenses, and therefore ultimately 
borne by their consumers, for the so- 
licitation of orders for appliances for 
the benefit of an affiliated company. 
While we fully recognize that the sale 
of load-building appliances will in- 
crease to some extent the consumption 
of electricity and gas, yet it is mani- 
festly unfair to the utilities and their 
consumers that they should bear the 
brunt of the expense of selling appli- 
ances without participating in the 
gross profits of sales. In our opinion 
the greater portion of the benefits to be 
derived from the agreements will inure 
to Sales Company at the expense of the 
consumers of Light Company and 
Gas Company, which is incompatible 
with the semipublic nature of the utili- 
ty business of Light Company and Gas 
Company. 

[6] It is essential, for the proper 
regulation and supervision of public 
utilities, that contracts or agreements 
between affiliated companies should be 
scrutinized with care: Solar Electric 
Co. v. Public Utility Commission 
(1939) 137 Pa Super Ct 325, 373, 
374, 31 PUR(NS) 275, 307, 9 A 
(2d) 447. In that case the court 
said: 

“Charges arising out of intercom- 
pany relationships between affiliated 
companies should be scrutinized with 
care (Johnsonburg v. Public Service 
Commission [1930] 98 Pa Super Ct 
284, 291; Chambersburg Gas Co. v. 
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Public Service Commission [1935] 
116 Pa Super Ct 196, 226, 7 PUR 
(NS) 359, 176 Atl 794) ; and if there 
isan absence of data and information 
from which the reasonableness and 
propriety of the services rendered and 
the reasonable cost of rendering such 
services by the servicing companies 
can be ascertained by the Commission, 
allowance is properly refused (New 
York State Electric & Gas Corp. v. 
Public Service Commission [1935] 
245 App Div 131, 9 PUR(NS) 163, 
281 NY Supp 384; id. [1937] 274 
NY 591, 10 NE(2d) 567; id. [1937] 
275 NY 534, 11 NE(2d) 736; Smith 
v, Illinois Bell Teleph. Co. [1930] 282 
US 133, 75 L ed 255, PURI931A 1, 
51S Ct 65). 

“The Commission’s appraisal of the 
evidence led it to conclude that many 
of the charges by the affliated com- 
panies were for the direct or indirect 


benefit of holding and intermediate 
holding companies in the Associated 
Gas and Electric System. With this 


we concur. Moreover, the record in 
this case 1s an illustration of the fact 
that effective and satisfactory state 
regulation of utilities is made in- 
creasingly difficult by the progressive 
integration of utility services under 
holding company domination. 

“The desire of public utility man- 
agement, evidenced by various meth- 
ods, to secure the highest possible re- 
turn to the ultimate owners is incom- 
patible with the semipublic nature of 
the utility business, which the manage- 
ment directs. Jt therefore follows that 
the Commission should scrutinize 
carefully charges by affiliates, as in- 
flated charges to the operating com- 
pany may be a means to improperly 
imerease the allowable revenue and 
[7] 


raise the cost to consumers of utility 
service, as well as an unwarranted 
source of profit to the ultimate holding 
company.” (Italics supplied.) 

Upon full consideration of the mat- 
ters involved, and for the reasons enu- 
merated and more particularly set out 
hereinbefore, we cannot find that the 
proposed agreements, dated August 
7, 1939, are in the public interest or 
that such agreements are necessary or 
proper for the service, accommodation, 
convenience, or safety of the public; 
therefore, 

Now, to wit, March 31, 1941, it is 
ordered : 

1. That approval of the agreement 
at A. 32366, dated March 12, 1934, 
between Duquesne Light Company, 
Equitable Gas Company, and Equita- 
ble Sales Company, be and is hereby 
granted, subject to the condition that 
Duquesne Light Company and Equita- 
ble Gas Company severally keep and 
maintain such records as may be nec- 
essary to enable them severally to re- 
port to the Commission, upon demand, 
the costs of handling and collecting 
merchandise accounts assigned to 
them by Equitable Sales Company ; 
said records to be kept and maintained 
in such detail as may be required to 
set forth clearly each element of said 
costs, and the manner or method of al- 
locating joint merchandise accounts 
and utility-operating expenses. 

2. That approval of the agreement 
at A. 58906, dated August 7, 1939, ef- 
fective May 1, 1939, between Du- 
quesne Light Company and Equitable 
Sales Company, be and is hereby de- 
nied. 


3. That approval of the agreement 
at A. 58907, dated August 7, 1939, 
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effective May 1, 1939, between Equi- 
table Gas Company and Equitable 


Sales Company, be and is hereby de- | 
nied. 





NEW YORK CITY COURT, NEW YORK COUNTY 


Sam Binder et al., Copartners, Doing Business 
As Metro Stationery & Printing Company 


Consolidated Edison Company of New York, 
Incorporated 


(— Misc —, — NY Supp —.) 


Rates, § 255 — Selection of schedule — Duty of utility. 
1. No duty is imposed upon an electric utility company by law to select a 
service classification for a customer, in the absence of proof of fraud or of 
an express promise or undertaking by the company to select such a classifica- 


tion, p. 98. 


Rates, § 352 — Electric — Classification. 


2. Business customers of an electric company cannot be put into a residence 
classification, and it is proper to classify them as receiving general service, 


p. 98. 


[February 25, 1941.] 


uiT by electric consumers against public utility based on com- 
S plaint against service classification; complaint dismissed. 


APPEARANCES: Hartman, Levy & 
Hartman (Seymour W. Levy, of 
counsel), for the plaintiffs; Whitman, 
Ransom, Coulson & Goetz (Jacob H. 
Goetz and Edwin D. Kyle, Jr., of 
counsel), for the defendant. 


Ryan, C. J.: 

[1, 2] The defendant’s motion for 
summary judgment is granted. The 
complaint is dismissed. Judgment 
may be entered accordingly. Execu- 
tion of judgment for costs is stayed 
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for ten days after service upon the at- 
torneys for plaintiffs of notice of en- 
try of judgment. There is no proof of 
fraud or of an express promise or un- 
dertaking by defendant to select a 
service classification for plaintiffs. 
There was no duty imposed upon de- 
fendant by law to select the classifica- 
tion. These plaintiffs made their own 
selection. The change in 1937 was 
due to the fact that the classification 
under which plaintiffs were then being 
serviced was broken up into two parts: 





BINDER v. CONSOLIDATED EDISON CO., INC. 


(1) Residence, and (2) general serv- 
ice. As plaintiffs conducted a busi- 
ness, they could not be put into the res- 
idence classification, and it was proper 
to classify them as receiving general 
service. Bills were regularly received 
by plaintiffs which showed the classi- 
fication, and the charges made were 
paid by them without protest and ei- 
ther with knowledge of the facts or 
with the means of knowledge or in- 
formation within their reach. The 
principles discussed and applied in 
Silver’s Lunch Stores v. United Elec- 
tric Light & P. Co. 142 Misc 744, 
PUR1932B 458, 255 NY Supp 515, 
modified and affirmed (1932) 146 


Misc 554, 261 NY Supp 714, are 
determinative here. What was said in 
Stern Bros. v. New York Edison Co. 
(1937) 251 App Div 379, 381, 296 
NY Supp 857, is applicable here: “It 
is a complete answer to these allega- 
tions that the amount paid for the 
service was in exact accord with the 
plaintiff’s contract for electric current 
for service under classification No. 2 
pursuant to the schedules filed by the 
defendant with the Public Service 
Commission (Purcell v. New York 
C. R. Co. (1935) 268 NY 164, 10 
PUR(NS) 400, 197 NE 182”; cf. 
also Murphy v. New York C. R. Co. 
(1919) 225 NY 548, 122 NE 700). 





SECURITIES AND EXCHANGE COMMISSION 


Re Monongahela West Penn Public 


Service Company et al. 


[File No. 70-253, Release No. 2663.] 


Accounting, § 56.2 — Write-down of capital stock — Requirements of Holding 


Company Act. 


1. The requirements of § 7(c) of the Holding Company Act, 15 USCA 
§ 79g, must be complied with upon a write-down of capital submitted to the 
Securities and Exchange Commission under § 6(a) (2) of the act, 15 
USCA § 79f, which requires a declaration to become effective with respect 
to the exercise of any privilege or right to alter the preferences or other 


rights of security holders, p. 102. 


Accounting, § 56.2 — Write-down of capital stock — Absorption of write-down 
of property account — Requirements of other Commissions — Holding 


company requirements. 


2. A declaration regarding a write-down of capital stock to absorb a cor- 
responding write-down of property account as ordered by a state Commis- 
sion and the Federal Power Commission, where such write-down would re- 
sult in a more accurate reflection of the financial status of the declarant (a 
subsidiary electric company), was permitted to become effective in view of 
the fact that a parent company was investing an additional amount of approxi- 
mately $2,000,000 in the declarant’s common stock, the Commission not 
finding under the circumstances that the alteration in the preferences or 
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other rights of security holders was detrimental to the public interest or the 
interests of investors or consumers, p. 102. 


Security issues, § 99 — Kinds — Common stock — Capitalization ratios. 


3. Funds needed by a subsidiary electric company for increasing its gen- 
erating capacity should be obtained by the issuance of additional common 
stock when present debt aggregates approximately 58 per cent, preferred 
stock 13.7 per cent, and common stock and surplus 28.3 per cent of total 
capitalization and where, after capital adjustments and the issuance of the 
new stock, the respective capitalization ratios would be approximately 68 
per cent for debt, 16 per cent for preferred stock, and 16 per cent for com- 
mon stock, p. 102. 


Intercorporate relations, § 18.1 — Security acquisition — Intermediate or top 
holding company. 

4. Additional common stock to be issued by a subsidiary electric company 
for expansion of generating capacity should be acquired by an intermediate 
holding company which presumably will be the ultimate owner of the sub- 
sidiary company’s remaining stock in proceedings under § 11 of the Hold- 
ing Company Act, 15 USCA § 79k, since acquisition of such stock by the 
top holding company would be inconsistent with the standards of the act, 
particularly §§ 10(b) (3) and 10(c) (1), 15 USCA § 79}, p. 103. 


Security issues, § 108 — Sale price — Common stock — Earning basis. 


5. A price to be paid by a holding company for stock issued by a subsidiary 
electric company approximately 114 times earnings of the subsidiary was 
approved although a comparison with prices of other public utility stocks 
publicly outstanding and having a market indicated that the proposed price 
was slightly lower on a times-earnings basis than such other stocks, where 
the comparative companies were for the most part large metropolitan utili- 
ties so that the slightly lower basis for computing prices on a times-earnings 
basis did not appear to be improper, p. 106. 


Security issues, § 120 — Security acquisition — Conditions of approval — Ap- 
proval by state Commission. 


6. A declaration filed by a subsidiary of a registered holding company un- 
der § 7 of the Holding Company Act regarding the issue and sale to the 
parent of common stock without par value was permitted to become ef- 
fective subject to the conditions that approval of a state Commission be 
obtained, p. 107. 


[March 27, 1941.] . 


ECLARATIONS filed pursuant to § 7 of the Holding Company 
Act relating to tssuance of additional common stock by 
subsidiary electric company, applications filed pursuant to § 10 
of the act for approval of acquisition of stock by registered 
holding company, and declaration regarding write-down of cap- 
ital to absorb corresponding write-down of property account 
as ordered by other Commission; approval granted subject to 
conditions. 
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RE MONONGAHELA WEST PENN PUBLIC SERVICE CO. 


APPEARANCES: Leonard E. Ack- 
ermann of the Public Utilities Divi- 
sion, for the Securities and Exchange 
Commission; Oliver B. Merrill, Jr., 
and W. W. Foshay of Sullivan & 
Cromwell, New York, N. Y., for the 
American Water Works and Electric 
Company, Incorporated, Monongahela 
West Penn Public Service Company, 
and the West Penn Electric Com- 


pany. 


By the Commission: Monongahe- 
la West Penn Public Service Company 
(hereinafter sometimes referred to as 
“Monongahela”) is a public utility 
company operating in the state of 
West Virginia. Approximately 25 
per cent of its common (voting) stock 
is owned by the American Water 
Works and Electric Company, Incor- 
porated (hereinafter sometimes re- 
ferred to as “American Water 
Works”), while the other 75 per cent 
of such stock is owned by the West 
Penn Power Company (hereinafter 
sometimes referred to as “West Penn 
Power”). West Penn Power in turn 
is an indirect subsidiary of American 
Water Works, approximately 65 per 
cent of its common (voting) stock 
being owned by the West Penn Elec- 
tric Company (hereinafter sometimes 
referred to as ‘“West Penn Electric’) 
and 30 per cent by West Penn Rail- 
ways Company, which in turn is a 
wholly owned subsidiary of West 
Penn Electric. The aggregate owner- 
ship in the holding company system of 
West Penn Power common stock is 


therefore approximately 95 per cent. 
All of the common stock of West Penn 
Electric is owned by American Water 
Works. The foregoing companies 
with the exception of Monongahela 
are registered holding companies. 

On February 15, 1941, Monongahe- 
la and American Water Works filed a 
joint declaration and application in- 
volving certain accounting adjust- 
ments and the issuance and acquisition 
of new common stock of Mononga- 
hela. 

The declaration and application in- 
volved three principal transactions: 
first, Monongahela proposed to issue 
133,402 additional shares of common 
stock; second, American Water 


Works proposed to acquire this stock, 
at a price of $15 per share; and third, 
Monongahela proposed to write down 
its capital account by reducing the par 


value of its common stock from $15 to 
$6.50 per share.1 The money to be 
received by Monongahela from the 
sale of stock, amounting to approxi- 
mately $2,000,000, is proposed to be 
used principally for the installation of 
additional generating capacity. 

Because of some of the difficulties 
involved, we set the declaration and 
application down for hearing. On the 
basis of the record, the Commission 
makes the findings herein contained. 

The condensed corporate balance 
sheet of Monongahela prepared both 
on a per books basis as of December 
31, 1940, and on a pro forma basis to 
reflect the carrying out of the proposed 
tranaction is as follows: 





1 The original declaration proposed that the 
common stock of Monongahela be changed 
trom a par to a no par stock and that the 
write-down of capital be effected by a reduc- 


tion in stated value. Subsequently, an amend- 
ment was filed under which the transaction is 
proposed to be carried out on a basis of reduc- 
tion in par value. 
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MoNONGAHELA WEST PENN Pustic SERVICE COMPANY 
Corporate Balance Sheet—December 31, 1940 


Assets 


Per Books Pro Forma 


Property, plant and equipment, including intangibles and adjust- 


ments, but net of reserve for railway properties 
Investments in and long term advances to affiliates 


Current assets 
Deferred charges and other assets 


$52,625,447 
2,189,873 
3,076,318 
3,027,799 


$60,919,437 


$44,937,856 
2,189,873 
5,077,348 
3,027,799 


$55,232,876 





Liabilities 
Capital and Surplus 


First Mortgage Bonds, 44%—1960 
6% Debentures—1965 

Open Account Indebtedness to Parent 
Bank Loans 


7% Cumulative Preferred Stock, $25 par value, 291,902 shares .... 


Current liabilities 


Reserve for renewals, retirements and depletion 
Reserve for utility plant adjustments ......... 
Other reserves, deferred items and contributions 


Common Stock: 
* 784,098 shares—$15 par value 

917,500 shares—$6.50 par value 
Premiums and assessments on capital stock 
Capital surplus 
Earned surplus 


[1-3] Stated in terms of percent- 
ages, on a per books basis the present 
debt aggregates approximately 58 per 
cent of total capitalization; of the re- 
mainder 13.7 per cent represents pre- 
ferred stock, and 28.3 per cent com- 
mon stock and surplus. However, on 
the basis adjusted to reflect the pro- 
posed write-down of assets and capital 
and the proposed additional invest- 
ment of $2,000,000 in common stock, 
the respective capitalization ratios are 
approximately 68 per cent for debt, 16 
per cent for preferred stock, and 16 
per cent for common stock. 

The proposed reduction of Monon- 
gahela’s capital stock is to be made for 
the purpose of absorbing, in part, the 
proposed write-down of property in- 
flation which has heretofore been or- 
dered by the Public Service Commis- 
sion of West Virginia and the Feder- 
al Power Commission, and the cor- 
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$22,000,000 $22,000,000 
7,500,000 

500,000 500,000 
900,000 900,000 
7,297,550 7,297,550 
1,805,763 1,805,763 
5,135,421 5,115,421 
2,169,035 
710,861 


1,318,356 
1,990,016 


$60,919,437 





$55,232,876 


responding reduction of capital and 
elimination of surplus accounts have 
also been approved by those Commis- 


sions. This proposed write-down of 
property value will more nearly re- 
flect the financial status of the com- 
pany. 

Our jurisdiction with respect to 
the proposed write-down of capital 
arises from the provisions of § 6 (a) 
(2) of the act, 15 USCA § 79f, which 
requires a declaration to become effec- 
tive with respect to the exercise of any 
privilege or right to alter the prefer- 
ences or other rights of security hold- 
ers. Accordingly, the requirements of 
§ 7 (c), 15 USCA § 79g, must be 
complied with. In view of the fact 
that an additional investment of $2,- 
000,000 is proposed to be made in the 
common stock of Monongahela by one 
of its parent companies, we find that 
the alteration in the rights of security 
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holders is not detrimental to the in- 
terests of investors and consumers and 
the declaration with respect to the pro- 
posed write-down of capital should be 
permitted to become effective. 

With respect to the additional mon- 
ey proposed to be invested in the com- 
mon stock of Monongahela, it is clear 
that Monongahela requires additional 
funds for increasing its generating 
capacity, and it is plain that in view 
of the capitalization ratios referred to 
above such funds should be obtained 
by the issuance of additional common 
stock, 

[4] However, the proposed issuance 
of common stock by Monongahela 
must be considered in connection with 
the proposed acquisition of this stock 
by one of the parent companies. It 
was, among other things, our difficulty 
in connection with the proposal that 
the acquisition of this stock be made 
by American Water Works that led 
us to set the matter down for hearing. 
Although, as pointed out hereafter, 
this difficulty has recently been cured 
by an amendment which provides that 
this acquisition is to be made by West 
Penn Electric Company, we believe it 
appropriate to discuss the problems 
presented by the acquisition as pre- 
viously proposed, since an understand- 
ing of these problems is necessary for 
analysis of the transaction as now con- 
templated. 

In order to understand the issue in- 
volved, reference should be made brief- 
ly to certain facts with respect to the 
corporate structure and to the past 
history of the American Water Works 
holding company system. As we have 


already stated, Monongahela is a sub- 
sidiary of West Penn Power which in 
turn is controlled through split owner- 
ship by West Penn Railways and West 
Penn Electric, and West Penn Electric 
is direct subsidiary of American Water 
Works. The common stock of Mo- 
nongahela was formerly owned by 
West Penn Electric, which had bor- 
rowed large sums of money from 
West Penn Power. In 1932 West 
Penn Electric sold its ownership of the 


common stock of Monongahela to 


West Penn Power for approximately 
$7,000,000 in cancellation of a similar 
amount of debt. 

Neither West Penn Electric nor 
West Penn Power applied to the state 
Utilities Commission in Pennsylvania 
for approval of this transaction; be- 
cause of such failure to apply for Com- 
mission approval, a legal question was 
presented as to whether or not the 
transfer was valid, and this question 
was thereafter the cause of consider- 
able controversy between West Penn 
Power and the Pennsylvania Commis- 
sion, which instituted a proceeding 
against the company directed to the 
question of whether the acquisition 
should be set aside. Subsequently, at 
the time of the proceedings instituted 
before this Commission by American 
Water Works under § 11 (e), 15 
USCA § 79k (e), and on the repre- 
sentation by American Water Works 
that it would cause West Penn Elec- 
tric to repurchase the Monongahela 
stock, the Pennsylvania Commission 
dismissed its complaint and entered an 
order authorizing the retransfer of 
the stock to West Penn Electric.? 





bs The transfer was to be made in accordance 
with a formula under which there was to be 
paid the initial price of $7,000,000 plus 5 per 
cent simple interest from the date of pur- 
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chase, less dividends received by West Penn 
Power from Monongahela. At the present 
time this adjusted price would be equivalent 
to approximately $9,000,000. 
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This action was proposed to be taken 
as part of the plan proposed by the 
company under § 11 (e), supra, and 
approved by this Commission in 1937.8 

The plan of simplification then ap- 
proved contemplated that ultimately 
the common stock of Monongahela 
would come to rest in American Water 
Works. That result was to follow, 
however, only after the elimination of 
West Penn Electric. It was not con- 
templated that such elimination would 
take place unless and until American 
Water Works was able to obtain suffi- 
cient funds to retire all of the securities 
of West Penn Electric. In any event, 
in the first instance the stock owner- 
ship of Monongahela was to be placed 
in West Penn Electric subject to the 
possible ultimate dissolution of that 
subholding company. 

At the time of the hearings in 1937, 
it was contemplated that American 
Water Works would be able to market 
its own securities within a short time 
and thus raise sufficient funds to per- 
mit West Penn Electric to repurchase 
the Monongahela stock from West 
Penn Power and also to retire its own 
securities, thus paving the way for the 
eventual dissolution of West Penn 
Electric. These actions would have 
simplified the corporate structure of 
American Water Works, bringing it 
into compliance with that portion of 
§ 11 (b) (2), 15 USCA § 79k (b) 
(2), commonly referred to as the 
“great-grand father clause.” It was on 
this basis that we issued our order ap- 
proving the § 11 (e) plan. 

Another factor which gave the 
Commission concern in considering the 


§ 11 (e) plan of the company had to 
do with the existence of large write- 
ups in the utility operating companies 
of the system, and a need for their cor- 
rection was pointed out in our findings, 
In 1938 Monongahela applied to the 
Commission for authority to reduce its 
capital stock account contemporane- 
ously with the making of certain ad- 
justments in its property account.‘ In 
that case it was suggested that in order 
to place the capital structure of Mo- 
nongahela on a sounder basis, the $3,- 
000,000 open account owing by Mo- 
nongahela to American Water Works 
should be converted into common 
stock. Such action was taken. At 
that time no question was raised as to 
who should own the Monongahela 
stock because under the plan filed by 
American Water Works, and carefully 
considered by this Commission, it was 
reasonable to assume that American 
Water Works would in the not too 
distant future own all of the Monon- 
gahela stock. 

We are now faced with a different 
situation. Three years have elapsed 
since the Commission issued its order 
approving the company’s plan pro- 
posed under § 11 (e). During that 
period the company has accomplished 
little of a substantial nature to bring 
about compliance with the require- 
ments of § 11 (b) (2), supra, either 
in the manner set forth in the plan, or 
otherwise. In fact, the record now be- 
fore us indicates that the method of 
compliance proposed in 1937 does not 
appear possible of accomplishment in 
the near future. We are, therefore, 
compelled to reéxamine the question 





8 See Re American Water Works & Electric 
Co. (1937) File No. 54-1, 2 SEC 972, Hold- 
ing Company Act Release No. 949, 
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4See Re Monongahela West Penn Pub. 
Service Co. and American Water Works & 
Electric Co. (1938) File No. 43-119, 4 SEC 
244, Holding Company Act Release No. 1377. 
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RE MONONGAHELA WEST 


of whether American Water Works 
should acquire this stock of Mononga- 
hela, a matter which was not neces- 
sary for us to consider in 1938 when 
we approved the previous sale of 
stock to American Water Works. 

West Penn Electric is a holding 
company with publicly held securities. 
Unlike American Water Works, its 
subsidiaries are primarily operating 
electric utility companies. It has two 
principal subsidiaries, Potomac Edi- 
son Company, operating in Maryland, 
and West Penn Power Company, 
operating in Pennsylvania. Mononga- 
hela operates in West Virginia and its 
properties are interconnected with 
those of West Penn Power and Poto- 
mac Edison Company. It is evident 
that from the standpoint of codrdinat- 
ed operations, the West Penn Electric 
Company, if it is to continue to be a 
holding company for the important 
operating utility subsidiaries of this 
holding company system, should be 
the owner of all the common stock of 
such companies; only in this way can 
it be in a position to receive sufficient 
funds to meet its charges for publicly 
held debt and preferred stock and to 
increase its equity for the purpose of 
building up an adequate cushion behind 
these publicly held securities. It is 
evident, therefore, that wholly apart 
from the question of the legality of 
the original acquisition of Mononga- 
hela stock by West Penn Power, and 
wholly apart from the representations 
made to the Pennsylvania Commission 
and to this Commission in 1937, some 
action is necessary under § 11 to deal 
with this situation, and the transfer 
of the Monongahela stock to West 
Penn Electric appears to be a logical 
step in this direction. 


PENN PUBLIC SERVICE CO. 


With respect to the Monongahela 
stock presently proposed to be issued, 
it therefore appears that this stock 
should be acquired by West Penn Elec- 
tric Company, snice that company is 
the one which will presumably be the 
ultimate owner of the remaining Mo- 
nongahela stock. It is true that the ac- 
quisition of Monongahela stock by 
West Penn Electric at the present time 
will result in the stock being owned 
by three different companies, Ameri- 
can Water Works, West Penn Power 
and West Penn Electric. However, 
the solution for terminating such own- 
ership would appear to be the acquisi- 
tion by West Penn Electric, not only 
of the new stock proposed to be is- 
sued, but also the stock now owned by 
American Water Works. In addi- 
tion, of course, it has been represented 
both to us and to the Pennsylvania 
Commission that West Penn Electric 
wil acquire the balance of the Monon- 
gahela stock now owned by West Penn 
Power. It is therefore apparent that 
since West Penn Electric is the proper 
holding company to own this stock, an 
acquisition by that company would be 
in the public interest as a first step in 
the right direction. 

It is for these reasons that on pre- 
liminary consideration of the record 
prior to the last amendment we were 
of the opinion that the proposed ac- 
quisition of Monongahela stock by 
American Water Works was incon- 
sistent with the standards of the stat- 
ute, particularly those set forth in 
§§ 10 (b) (3) and 10 (c) (1), 15 
USCA § 79j. Consistent with those 
views, an amendment was filed under 
which the acquisition of Monongahela 
stock is proposed to be made by West 
Penn Electric rather than American 
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Water Works. In order to provide 
West Penn Electric with funds to ac- 
quire the Monongahela stock, Ameri- 
can Water Works proposes to acquire 
additional common stock of West Penn 
Electric; such acquisition is proposed 
to be made at a price of $7.62 per 
share, so that American Water Works 
will acquire 262,602 shares of West 
Penn Electric stock at a cost of $2,- 
001,027. In connection with the other 
problems raised under § 11, however, 
it may be mentioned that the record 
includes a letter to the Commission 
from the president of American Water 
Works stating that his company pro- 
poses to proceed at once with the de- 
velopment of a plan, adapted to pre- 
sent conditions, for conforming the 


holding system to the provisions of § 
11, for submission to the Commission. 

We have not undertaken to consider 
whether in the present proceeding we 


could require American Water Works 
to transfer to West Penn Electric its 
present holdings of Monongahela 
stock. It is apparent that the impos- 
sibility of carrying out the § 11 (e) 
plan as originally proposed requires 
us to give consideration to the en- 
forcement by other methods of the 
provisions of § 11 as applied to Ameri- 
can Water Works. American Water 
Works has assured us of its willing- 
ness to work out a substitute plan and 
we believe that our statutory duties can 
be accomplished through such means 
or through the other powers given 
us by the act. 

Certain details may be briefly com- 
mented upon. As has been stated, 
West Penn Electric now proposes, in 





5 See Re Consumers Power Co. and Com- 
monwealth & Southern Corp. (1939) File No. 
43-270, 6 SEC 444, 33 PUR(NS) 321, Hold- 
ing Company Act Release No. 1854. 
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order to finance its acquisition of Mo- 
nongahela stock, to sell additional 
shares of its common stock to Ameri- 
can Water Works. The price of the 
stock is proposed to be $7.62 per share, 
representing an amount equal to the 
capital per share represented by the 
shares of common stock of West Penn 
Electric outstanding at the date that 
the transaction is to be effected. The 
question of price in this instance raises 
no problem and it is unnecessary for us 
to make a finding of the value of this 
stock, since American Water Works is 
the owner of all of the presently out- 
standing common stock of West Penn 
Electric.® 

[5] It is contemplated that all of 
the Monongahela common stock will 
ultimately be owned by West Penn 
Electric. With regard to the consider- 
ation for the shares presently proposed 
to be issued, it may be stated that a 
price of $15 per share is approximately 
114 times Monongahela’s 1940 earn- 
ings. A comparison of this proposed 
price with the prices of other public 
utility stocks which are publicly out- 
standing and have a market indicates 
that the proposed price is slightly lower 
on a times-earning basis than such oth- 
er stocks. However, the comparative 
companies are for the most part large 
metropolitan utilities so that the slight- 
ly lower basis for computing prices 
on a times-earning basis does not ap- 
pear to be improper. Under all the cir- 
cumstances it appears to us that the 
consideration for the issuance of these 
shares is not unreasonable. 


We have heretofore set forth rea- 
sons why it is unnecessary for us to 
make adverse findings regarding the 
acquisition of the stock by West Penn 
Electric under § 10 of the act. Similar 
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reasons apply in the case of the ac- 
quisition of the West Penn Electric 
stock by American Water Works. 
With respect to both proposed stock 
issues, the standards of § 7 are ap- 
plicable ; we have already discussed the 
consideration and the effect on security 
holders; no fees or commissions are 
proposed to be paid; and in other re- 
spects we are of the opinion that the 
applicable standards of § 7 are com- 
plied with.® 

[6] The last amendment, under 
which the acquisition is proposed to be 
made by West Penn Electric, states 
that it will be necessary to procure the 
approval of the Maryland Public Serv- 
ice Commission with respect to the is- 
suance of stock by that company and its 
acquisition of Monongahela stock. 
Accordingly, our order, in so far as 
it approves the acquisition by West 
Penn Electric of the Monongahela 
stock and the issuance by West Penn 
Electric of its own stock, will be con- 
ditioned upon the approval by the 
Maryland Public Service Commission 
of such transactions. 

In accordance with the foregoing 
findings, an order will be entered 
granting the applications and permit- 
ting the declarations to become effec- 
tive subject to the conditions prescribed 
by Rule U-9, and, with respect to the 
transactions requiring the approval of 
the Maryland Public Service Commis- 
sion, subject to such approval. 


ORDER 
Monongahela West Penn Public 


Service Company, American Water 
Works and Electric Company, Incor- 
porated, and the West Penn Electric 
Company having filed various applica- 
tions and declarations and amendments 
thereto pursuant to $§ 7 and 10 of the 
Public Utility Holding Company Act 
of 1935, with regard to: 

(1) The reduction of the par value 
of the common stock of Monongahela 
West Penn Public Service Company 
from $15 to $6.50 per share, the con- 
sequent reduction of the amount of 
capital represented by the outstanding 
shares of common stock from $11,- 
761,470 to $5,096,637, and the credit 
of the amount of such reduction to 
capital surplus ; 

(2) The issuance and sale by Mo- 
nongahela West Penn Public Service 
Company of 133,402 additional shares 
of its common stock with a par value 
of $6.50 each; 

(3) The purchase by the West 
Penn Electric Company of such addi- 
tional shares of common stock of Mo- 
nongahela West Penn Public Service 
Company for cash at $15 per share; 

(4) The issuance and sale by the 
West Penn Electric Company of 262,- 
602 additional shares of its common 
stock without par value; and 

(5) The purchase of such addition- 
al shares of common stock of the West 
Penn Electric Company by American 
Water Works and Electric Company, 
Incorporated, for cash at $7.62 per 
share ; and 

A public hearing having been held 
after appropriate notice, the Commis- 





6 The Monongahela stock proposed to be 
issued will be a common stock having a par 
value. The common stock of West Penn 
Electric Company at the present time has no 
par value; the ‘record indicates that the com- 
pany is giving consideration to a change of 
such stock to stock having a par value; the 
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company states, however, that such a change 
at the present time would materially delay the 
transaction and would therefore impose a sub- 
stantial burden upon the parties; accordingly, 
with respect to this issuance we find so far as 
necessary that the standards of § 7(c) (2) 
(D) are complied with. 
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sion having considered the record in 
this matter and having made and filed 
its findings and opinion herein; 

It is ordered that said applications, 
as amended, be and the same hereby 
are granted and said declarations, as 
amended, be and the same are hereby 
permitted to become effective forth- 
with, subject, however, to the terms 
and conditions prescribed in Rule 
U-9 and to the further condition that 


the acquisition of the Monongahela 
West Penn Public Service Company 
stock by the West Penn Electric Com- 
pany and the issuance by the West 
Penn Electric Company of additional 
shares of its common stock shall not be 
consummated until the West Penn 
Electric Company has secured from 
the Public Service Commission of the 
state of Maryland due approval of such 
transactions. 





CALIFORNIA RAILROAD COMMISSION 


Re Pacific Gas & Electric Company 


[Decision No. 33902, Application No. 22432.] 


Franchises, § 30 — Approval of exercise of rights — Settlement of rights. 
1. A certificate to exercise franchise rights granted by a city to a public 
utility company which has been rendering service in the city for many 
years, under a claim of right, should be granted when such franchise has 
been granted to eliminate any uncertainty as to the company’s right to 
maintain facilities in the streets, p. 109. 


Franchises, § 40 — Consideration paid — Settlement of claims. 
2. The amount paid for a franchise, although seemingly reflecting in part 
a city’s claim for use of the streets in prior years, must nevertheless be 
taken as the consideration paid for the franchise itself, p. 109. 


Accounting, § 23 — Amount paid for franchise. 
3. The Franchise Act of 1937 and the uniform system of accounts pre- 
scribed by the Commission contemplate that sums paid as the consideration 
for a franchise granted by a city may be entered by the utility as a charge 
against its fixed capital accounts, p. 109. 


Franchises, § 30 — Approval of exercise of rights — Terms of grant. 
Statement in dissenting opinion that before a certificate for the exercise 
of franchise rights should be granted the Commission should first deter- 
mine whether the terms upon which the franchise was acquired were either 


necessary or proper, p. 110. 


Accounting, § 23 — Amount paid for franchise — Equities between communities. 
Statement in dissenting opinion that, to do justice as between communities, 
payments in one community in settlement of past controversies may not 
fairly be included in fixed capital accounts or in the rate base of a utility’s 
system-wide operations and thus become a burden upon ratepayers in other 
communities where such issues were not involved, and that the full amount 
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of a $7,500 payment for a franchise should not be so included where 
Commission records indicate that the ordinary cost of obtaining a franchise 
seldom exceeds $600, p. 110. 


Franchises, § 33 — Consideration paid — Commission policy — Certificates. 
Statement in dissenting opinion that certificates to exercise franchise rights 
involving large payments of an unusual nature therefor should not be 
granted until after a broad investigation and adoption of a general policy 
regarding proper payments for franchises, in order to avoid establishing a 
precedent which might encourage communities to exact arbitrary pay- 
ments, p. 110. 


Franchises, § 20 — Certificate to exercise rights — Municipal powers. 
Statement in dissenting opinion that a certificate “to exercise the right and 
privilege granted by” a city franchise is meaningless where granted in re- 
sponse to a utility’s alleged need for a right to operate and does not confer 
authority to operate in such city; and that a city may not authorize a utility 
to operate, as its authority is limited to control of streets and public places 
and the use thereof by utilities, p. 111. 


Accounting, § 23 — Amount paid for franchise. 
Discussion of the propriety of charging the cost of a new franchise as a 
capital expenditure when a sum is included for the purpose of ending a 
controversy concerning prior use of streets, p. 111. 


(HaAvENNER and WAKEFIELD, Commissioners, dissent.) 


[February 11, 1941.] 


A PPLICATION for certificate of public convenience and neces- 


sity to exercise franchise rights granted by a city; cer- 
tificate granted. 


5 


APPEARANCES: R. W. Duval, for determinate franchise obtained by one . 


the applicant; H. Albert George, City 
Attorney, and Charles R. Schwanen- 
berg, City Manager, for the city of 
Alameda. 


By the Commission: Pacific Gas 
and Electric Company seeks a certifi- 
cate authorizing it to exercise the fran- 
chise rights granted by the city of Ala- 
meda, Ordinance No. 665 N. S., for 
the distribution of gas within said city. 

[1-3] Applicant has rendered gas 
service within the city of Alameda for 
many years, claiming the right so to 
do under a so-called constitutional 
franchise by virtue of § 19 of Art. XI 
of the Constitution, and also by an in- 
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James L. Bissell in 1876 and later 
transferred to applicant. However, to 
meet the demand of the city and to 
eliminate any uncertainty as to the 
company’s right to maintain facilities 
in the streets for the distribution of 
gas for all purposes, it has obtained 
this new franchise to run for an inde- 
terminate period. This franchise was 
granted under the general Franchise 
Act of 1937 and provides for the pay- 
ment of an annual fee equivalent to 
one per cent of the revenues obtained 
from the sale of gas for all purposes. 
The sum paid therefor was $7,500. 

It is evident that a certificate should 
issue authorizing the exercise of the 
38 PUR(NS) 
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rights and privileges granted by such 
franchise. The amount paid for the 
franchise, although seemingly reflect- 
ing in part the city’s claim for use of 
the streets in prior years, must never- 
theless be taken as the consideration 
paid for the franchise itself. It is con- 
templated by the Franchise Act of 
1937 and by the uniform system of ac- 
counts prescribed by the Commission 
that any sum paid in consideration for 
such a franchise may be entered by 
the utility as a charge against its fixed 
capital accounts. 


ORDER 


A public hearing having been had 
upon the above-entitled application, the 
matter having been fully considered, 
and 

It appearing, and being found as a 
fact that public convenience and neces- 
sity so require, Pacific Gas and Elec- 
tric Company is hereby granted a cer- 
tificate to exercise the rights and privi- 
leges granted it by city of Alameda 
under Ordinance No. 665 N. S., pro- 
vided that no claim of value for either 
such franchise or the authority herein 
granted in excess of the actual cost 
thereof shall ever be made by grantee, 
its successors or assigns, before this 
Commission or before any court or 
other public body. 

The authority herein granted shall 
become effective on the twentieth day 
after the date hereof. 


HAVENNER, Commissioner, dissent- 
ing: Although I recognize that con- 
tinued service of gas in Alameda is a 
public necessity, and that a certificate 
for the exercise of franchise rights to 
furnish such service should be granted, 
I believe that the Commission should 


first determine whether the terms upon 
which the franchise was acquired were 
either necessary or proper. I there- 
fore dissent from the majority opinion 
and order in this case. 

The Commission cannot in equity 
as between communities properly per- 
mit the inclusion in the fixed capital 
account of the applicant or in its rate 
base of the total amount of the pay- 
ment of $7,500 made to the city of 
Alameda as the purchase price of the 
franchise. 

The records of the Commission, 
covering hundreds of franchises which 
have been secured in California under 
circumstances where the question as 
to damages for prior illegal use of the 
streets was not at issue, show that the 
ordinary cost of obtaining a franchise 
seldom exceeds $600 and averages less 
than $300. 


It is obvious that to do justice as be- 
tween communities payments made in 
one community in settlement of past 
controversies may not fairly be in- 
cluded in the fixed capital accounts nor 
in the rate base of the company’s total 
system-wide operations and thus be- 
come a burden upon ratepayers in oth- 
er communities where such issues were 
not involved. 

In order to avoid the establishment 
of a precedent which might encourage 
communities in the future to exact ar- 
bitrary payments as a condition to the 
granting of franchises, this Commis- 
sion should at this time by appropriate 
procedure conduct an investigation in- 
to all of the aspects of this problem 
and determine a policy with respect to 
all such payments. This procedure 
would appear to be particularly impor- 
tant now because other applications 
for certificates to exercise franchise 
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rights, involving similar and large pay- 
ments of unusual nature, are pending 
before this Commission. 

Until an investigation is conducted 
and a general policy adopted with re- 
spect to proper payments for fran- 
chises I do not believe that a certificate 
should issue in this case. 

WAKEFIELD, Commissioner, dis- 
senting: I dissent. 

Although I realize that Pacific Gas 
and Electric Company needs a certifi- 
cate of public convenience and necessi- 
ty if it is to continue to conduct its gas 
distributing operations in Alameda, I 
cannot join in the foregoing opinion 
and order because I believe it fails to 
pass on two fundamental issues in- 
volved in the proceeding. 

These are: (1) The nature of the 


right being granted to the applicant by 
said order; and (2) the cost of the 


franchise and whether the utility 
should be allowed to consider all or any 
part of the sum it alleges it paid there- 
for as a capital investment. 

Failure to pass on the first of these 
questions may make the Commission a 
party to what I should consider a mis- 
representation to the investment ofh- 
cials of other states, and failure to 
properly dispose of the other (or to 
reserve the right to dispose of it later) 
will tend to make it possible for the 
applicant to charge higher rates for its 
gas service than I believe it entitled to. 
The amount paid in connection with 
the obtaining of this franchise, $7,500, 
is not necessarily enough to appreciably 
affect either system rates or those in 
Alameda, but the total amounts which 
utilities will willingly add to “rate 
base” when they should be considered 
as operating expenses or not expended 
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at all, will increase rates (or prevent 
reductions which might otherwise be 
made) unless controlled and regulated. 
Close scrutiny of every such item is 
therefore necessary. 

The sum of $400,000 is involved in 
the San Francisco applications decided 
contemporaneously herewith (Pacific 
Gas and Electric Company to exercise 
franchise granted by Bill No. 325, Or- 
dinance No. 413 [series of 1939], of 
the City and County of San Francis- 
co, Application No. 23583 ; Pacific Gas 
and Electric Company to exercise 
franchise granted by Bill No. 326, Or- 
dinance No. 414 [series of 1939] of 
the City and County of San Francisco, 
Application No. 23584). 

1. The foregoing order purports to 
grant to the utility a certificate “to ex- 
ercise the right and privilege granted 
it by the city of Alameda under Ordi- 
nance No. 665 N. S.”—in my opinion 
a meaningless phrase not meeting one 
of the principal needs of the applicant 
for the franchise unless amplified or 
explained. 

The granting portion of the ordi- 
nance in question is as follows: 

“The right, privilege, and franchise, 
subject to each and all of the terms and 
conditions contained in this ordinance, 
is hereby granted to the Pacific Gas 
and Electric Company, a corporation 
organized and existing under and by 
virtue of the laws of the state of Cali- 
fornia, herein referred to as the ‘gran- 
tee,’ (a) to use, for transmitting and 
distributing gas within the city of Ala- 
meda for any and all purposes other 
than those authorized under said con- 
stitutional franchise, all gas pipes and 
appurtenances which now are or may 
hereafter be lawfully placed in the 
streets within said city, and (b) to lay 
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and use in said streets all pipes and ap- 
purtenances necessary or proper for 
said purposes.” 

Elsewhere in the ordinance the word 
“streets” is defined as follows: 

“The word ‘streets’ shall mean the 
public ways, streets, alleys, and places 
(exclusive of parks, playgrounds, 
school property, and other municipal 
property not constituting public thor- 
oughfares), as the same now or may 
hereafter exist within said city.” 

The question involved here includes 
that of whether the Commission is 
granting the applicant the right to op- 
erate in Alameda or only confirming 
the city’s grant of the right to use its 
streets (subject to whatever operating 
rights the applicant now has or may 
hereafter obtain), and, if the first, the 
extent of the operating right granted. 

Applicant alleges in its application 
in this matter: “that while applicant 
maintains it is in possession and own- 
ership of valid franchises for the dis- 
tribution of gas for all lawful purposes 
in said city of Alameda, it applied for 
and obtained the franchise granted by 
Ordinance No. 665 N. S. of the coun- 
cil of the city of Alameda to more defi- 
nitely establish its franchise rights in 
said city and to enable applicant to 
continue to qualify its first and refund- 
ing mortgage bonds as legal invest- 
ments for savings banks and trust 
funds; that the laws of a number of 
the states of the United States permit, 
under definite restrictions, the invest- 
ment of savings banks and trust funds 
in public utility securities ; that the law 
of the state of New York, as an ex- 
ample, permits investments by savings 
banks in the bonds of gas and electric 
corporations provided, among other 
things, that ‘such corporation shall 
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have all franchises necessary to oper- 
ate in territory in which at least 75 per 
centum of its gross income is earned, 
which franchises shall either be inde- 
terminate permits or agreements with, 
or subject to the jurisdiction of a Pub- 
lic Service Commission or other duly 
constituted regulatory body, or shall 
extend at least five years beyond the 
maturity of such bonds . . .’; that 
the statutes of other states, such as 
Pennsylvania, Connecticut, and Min- 
nesota, contain substantially the same 
provision as that of the law of the state 
of New York, above quoted; that the 
Massachusetts Banking Act contains 
like provision, excepting that a 3-year 
period instead of a 5-year period, be- 
yond the maturity of bonds is speci- 
fied; that the most recent issue of ap- 
plicant’s first and refunding mortgage 
bonds matures in the year 1966 and 
said date is the most remote maturity 
date of any issue of applicant’s said 
outstanding first and refunding mort- 
gage bonds; that it is desirable that 
said issue of bonds, together with oth- 
er issues of applicant’s first and re- 
funding mortgage bonds previously 
sold, and those which may hereafter 
be sold, should qualify as legal invest- 
ments for savings banks and trust 
funds in as many states of the United 
States as is possible; that by effecting 
such purpose, the market for appli- 
cant’s bonds is definitely broadened 
and applicant is enabled to dispose of 
its said bonds at higher prices than 
would otherwise be obtainable ; in oth- 
er words, the matter of the legaliza- 
tion of applicant’s bonds as savings 
banks investments has a definite bear- 
ing upon the cost of money to your 
applicant ; that in order to qualify ap- 
plicant’s said last mentioned first and 
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refunding mortgage bonds as savings 
banks investments in the state of New 
York and certain other states of the 
United States, it is essential that your 
applicant possess the requisite fran- 
chises and franchise rights extending 
to the year 1971; and that the exercise 
by your applicant of the right, privi- 
lege, and franchise granted by the 
aforementioned Ordinance No. 665 N. 
S. of the council of the city of Alame- 
da (which said franchise is indetermi- 
nate) together with other rights, privi- 
leges, and franchises now possessed 
and exercised by your applicant and 
those obtained and hereafter to be ob- 
tained, is essential to enable applicant 
to so qualify its said bonds.” (Italics 
supplied. ) 

In answer to applicant’s alleged need 
(supported by the testimony in this 
proceeding) for a right to operate, the 
Commission’s order grants applicant a 
meaningless certificate “to exercise the 
right and privilege granted it by the 
city of Alameda. I think it is clear 
that the city has no authority to au- 
thorize the utility to operate. Its au- 
thority is limited to the control of its 
streets and public places and the use by 
the utility thereof. 

If it be conceded that the majority 
of the Commission means by its am- 
biguous order to grant the applicant 
the right to operate, we are still faced 
with the question of the extent of the 
operative right. There is nothing in 
the order to make the operating right 
apply to any of applicant’s Alameda 
facilities not embraced within the 
franchise ordinance and the ordinance 
does not even purport to embrace 
facilities other than those “lawfully 
placed in the streets” as defined. 

If an operative right is certificated, 
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it is limited to that portion of appli- 
cant’s plant (further limited to “gas 
pipes and appurtenances”) within the 
public streets, ways, alleys, and places 
exclusive of parks and other municipal 
property not constituting public thor- 
oughfares. Much of applicant’s plant 
and facilities in Alameda (as in every 
community) is not located in streets 
(as defined), and I believe that no pos- 
sible stretching of the wording of this 
order can make it cover this portion of 
the utility’s gas distributing facilities. 

Yet the order is issued knowing 
from the allegations of the petition and 
from the testimony in the proceeding 
that applicant intends to use it for the 
purpose of representing to the public 
officials of other states that it has all 
authority necessary to operate in Ala- 
meda, which in my opinion is not 
the fact. 

This matter will be further discussed 
in connection with the disposition of 
applicant’s petition for amendment and 
modification of the Commission’s De- 
cision No. 32751 in Application No. 
21744, “Pacific Gas and Electric Com- 
pany, for certificate to exercise fran- 
chise granted to it by Ordinance No. 
258 of the board of supervisors of the 
county of Mendocino,” now before the 
Commission for decision, where the 
question of the territorial extent of the 
rights granted as well as the facilities 
covered is involved, and the necessity 
of the Commission’s passing on this 
question will be more fully set forth 
in connection with that matter. 

I should state that in the past I have 
prepared orders in substantially the 
form of the foregoing order which 
have been adopted by the Commission. 
At that time the question of the nature 
of the right being granted the utility 
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had not been raised. It has now been 
raised, particularly in connection with 
the Mendocino and other county fran- 
chises, and having been raised, should 
be squarely met. 

2. Applicant is now engaged in a 
program of obtaining or renewing 
franchises from cities and counties in 
most, or all, of the territory in which 
it operates. The amounts it has paid, 
or agreed to pay, in connection with 
the granting of such franchises varies 
from nothing except the amount ex- 
pended by the city or county for neces- 
sary publication costs, or some small 
amount in excess thereof, to $400,000 
in the case of the San Francisco fran- 
chises hereinbefore referred to. As 
stated, $7,500 was the amount in- 
volved in the case of the Alameda fran- 
chise. 

In most, if not all, of the cases, how- 
ever, where the sum paid exceeded a 
nominal amount, some factor entered 
into the negotiations between the city 
officials and the company’s representa- 
tives, other than the proper amount to 
be paid for a new franchise. In the 
case of the Alameda and San Fran- 
cisco franchises, a controversy of con- 
siderable duration had existed prior 
to the consummation of the negotia- 
tions leading to the granting of the 
franchise over the question of whether 
the company needed franchises, and 
whether without obtaining new fran- 
chises the company was not unlawfully 
using the streets of these respective 
cities in having its facilities installed 
therein and thereon, and liable to dam- 
ages therefor. Each city was demand- 
ing reimbursement for past use of its 
streets. The proper cost of a new 
franchise is a capital expenditure on 
which the utility should be entitled to 


earn a reasonable return for the life 
of the franchise, except to the extent 
the cost is eventually amortized, but 
the very process of amortization would 
repay to it the expenditure. Sums ex- 
pended for prior use of the streets 
would be an operating expense on 
which it would not be entitled to earn 
any return. 

In each instance the controversy was 
ended by the applicant company ob- 
taining new franchises and the city’s 
waiving reimbursement for the past 
use of the streets. But the sums paid 
are alleged to be for the new franchises 
only, and none of it in settlement of 
the old demands. This claim is made 
in the Alameda Case in spite of the 
fact that the evidence shows that the 
basis of arriving at the amount paid 
was to decide what was an equitable 
sum to be paid in settlement of the old 
demands, with nothing added for the 
value of the new franchise. 

As stated by the late Justice Car- 
dozo in Dayton Power & Light Co. v. 
Ohio Pub. Utilities Commission 
(1934) 292 US 290, 78 L ed 1267, 
3 PUR(NS) 279, 295, 54 S Ct 647: 

a what the public utility has 
done belies what it has said. We shall 
hardly go astray if we prefer the test 
of conduct.” 

The applicant alleges that it did not 
concede the validity of the city’s claim, 
and for that reason must be allowed to 
consider the payment as for a new 
franchise. Why then did it pay more 
for the franchise in Alameda than in 
other cities of comparable size, and 
where its revenues and the value of 
its facilities are comparable? 

It has been stated that the utility had 
to meet the city’s demands, whatever 
they might be, or be subjected to pro- 
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ceedings to cease the distribution of 
gas in the city. In my opinion, the 
value of the service rendered by the 
utility was too valuable to its consum- 
ers for any summary action to be with- 
in the realm of sane thought, and 
any city administration which under- 
took such action would be just as sum- 
marily removed from office. Payment 
by the company to forestall a more 
long-range program involving the con- 
struction of a substitute service would 
seem to be in the realm of building or 
retaining good will which might be 
better paid for by its stockholders 
than by its future ratepayers. 

A controversy existed between the 
city of Alameda and the company re- 
garding the past use of streets and it 
should have been settled. If it could 
not have been settled by negotiation 
and the officials of the company did not 
believe it owed the amount demanded 
by the city, it should not have paid un- 
til compelled to do so. The only effec- 
tive way in which it could have been 
compelled to do so would have been for 
the city to sue the company. Even if 
compelled to pay by judgment ren- 
dered in such a suit, the expenditure 
would not properly be added to its cap- 
ital investment, or accounted for in 
capital accounts. 

The settlement of this controversy 
and the obtaining of a new franchise 
were separate transactions (related 
perhaps but nevertheless distinct), 
which should have been completed as 
separate transactions. Then no doubt 
would exist regarding the cost of the 
franchise. 


Unless the Commission gives close 
scrutiny to transactions such as these, 
the way will be wide open to utilities 
to expend any amount they please for 
any purpose under the guise of ob- 
taining new franchises and the cost, or 
a return on it, will have to be paid by 
the ratepayers. “Controversies” can 
always be created or assumed. Friend- 
ly city administrations can be favored 
or unfriendly ones mollified by the 
utility paying substantial sums to the 
city for franchises, enabling the city 
administration to show a “record” for 
“bringing the utility to terms.” I do 
not allege or mean to infer that these 
considerations entered into the trans- 
actions discussed here or that this ap- 
plicant has been guilty of such prac- 
tices, but I point to these possibilities 
to show what may result from the 
“hands off” policy which the majority 
of the Commission has adopted in this 
order. 

The present record in this proceed- 
ing may not afford a basis for properly 
dividing the cost between the amount 
paid for the franchise and that paid 
for past use of the streets, but, if not, 
the matter should be reopened for fur- 
ther consideration or the Commission 
should retain jurisdiction to pass on 
the question later. Instead, the opin- 
ion of the majority finds: “The 
amount paid for the franchise, al- 
though seemingly reflecting in part the 
city’s claim for use of the streets, 
F must nevertheless be taken as 
the consideration paid for the fran- 
chise itself.” I cannot agree that any 
such conclusion is justified. 
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CALIFORNIA RAILROAD COMMISSION 


Re Southern California Edison Company, 
Limited 


[Decision No. 33938, Application No. 23833.] 


Rates, § 213 — Approval of special contract. 
1. A special contract at a low rate for electrical service to a customer able 
to generate its electrical requirements at low cost was approved, subject to 
the provision that the Commission’s authority to modify or set aside the 
agreement should not be limited, p. 116. 


Rates, § 325 — Electricity — Surplus capacity — Contracts. 

2. An electric utility should not make capital investments in new produc- 
tion facilities to serve loads at lower than tariff rates under contract be- 
cause of a customer’s ability to generate electricity at low cost and as firm 
service not subject to shutoff, but such service should be limited to the 
utilization of surplus or unused system capacity; and utilities are ex- 
pected to supervise future production expansion in order to know that 
loads of this character will not be a burden to the system, p. 116. 


[February 25, 1941.] 


A PPLICATION for approval of special rate contract; granted 


subject to conditions. 


APPEARANCES: Roy V. Reppy, 
Gail C. Larkin & B. F. Woodard, by 
B. F. Woodard, for applicant. 


By the CoMMISSION : 

[1, 2] In this application Southern 
California Edison Company Ltd., 
hereinafter sometimes referred to as 
applicant, requests authorization of 
that certain agreement, dated Septem- 
ber 27, 1940, with Richfield Oil Cor- 
poration, hereafter sometimes referred 
to as customer, dealing with the sup- 
plying of electric energy to customer’s 
Watson Refinery located in the county 
of Los Angeles. A copy of this agree- 
ment is marked Exhibit ‘“A”’ and is at- 
tached to and made a part of the appli- 
cation. 
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A public hearing on the application 
was held in the Commission court 
room in Los Angeles of February 6, 
1941, before examiner Wehe, at which 
time evidence was taken and the mat- 
ter submitted for decision. 

It appears from the application and 
the record of the hearing that applicant 
has been serving the customer with 
electric service at its Watson Refinery 
for many years, and that such service 
has been at the rates provided in the 
published tariffs of applicant. 

It is further of record that since the 
customer uses large quantities of proc- 
ess steam in its refinery operations, it 
could, with but small additional cost, 
generate and supply both the steam and 
electrical requirements. In accordance 
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with exhibits introduced, the custom- 
er’s electrical requirements are very 
similar to those of Standard Oil in the 
latter’s near-by refinery located at El 
Segundo—the demands established ap- 
proximating 8,000 to 9,000 horsepow- 
er and the monthly consumption 
amounting to about 4,000,000 kilowatt 
hours. 


Applicant pointed out that because 
the customer’s ability to generate its 
electrical requirements at low cost, and 
in order to bring about equality as be- 
tween the charges for the services to 
the two refineries, applicant has entered 
into an agreement with the Richfield 
Oil Corporation which will accord the 
same rate as that with the Standard 
Oil Company of California, and as 
made under Application No. 23832 
now before the Commission. 


Some of the more important fea- 
tures and conditions of said agreement 
may be set forth. The schedule of rate 
and minimum charges is as follows: 


“Rate Schedule: 
Cents per 
Kw. Hr. per 
ae) Billing Hp. 
Billing Hp. 


per Month 
7,500 and over— 
First 50 kw. hr. per hp. .......... 1.60 
Next: 50 kw. hr: petohip:. .....<ce0s .60 
Next 100 kw. hr. per hp. ......... .50 
All over 200 kw. hr. per hp. ...... i 
Minimum Charge: 
$200,000 per year. 


“The minimum charge will be made accumu- 
lative over a 12-month period and shall be 
paid monthly as it accumulates. 

“6. (a) The billing horsepower shall be the 
horsepower of measured maximum demand 
but in no case shall be less than either (1) 
40 per cent of the connected load, or (2) the 
highest measured maximum demand in the 
preceding eleven months, whichever is the 
lower, but not less than 7,500 horsepower. 
Billing horsepower shall be determined to the 
nearest 1/10 of a horsepower.” 


The initial term of the agreement is 
for a period of five years and there- 
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after until either party gives a nine- 
months’ written notice of its desire to 
terminate the agreement. The cus- 
tomer, however, may cancel the agree- 
ment at any time during the initial 5- 
year period upon nine-months’ written 
notice if accompanied by a payment in 
addition to the charges provided by the 
rate schedule in special conditions as 
follows, to wit: 

“If cancellation becomes effective 
prior to the completion of two full 
years of service under this contract, 
consumer shall pay to the company 
the sum of $100,000. If such can- 
cellation becomes effective subsequent 
to two full years of service under this 
contract, then for each full year of 
service in excess of two years the 
amount shall be reduced by one-third.” 

It was developed at the hearing that 
under the power factor provision of 
the rate (not given above) the agree- 
ment should provide for a penalty in 
case the average monthly power factor 
fell below a certain amount, such as 
70 per cent, as is normally provided in 
other power tariffs of the utility. 

As in the Commission’s Decision 
No. 33937, in reference to a similar 
agreement with Standard Oil Com- 
pany of California heretofore referred 
to, the question must be raised as to the 
adequacy of the rate that averages 5 
miles or less for a firm service not sub- 
ject to shutoff. It is the opinion of the 
Commission that applicant should 
not make capital investments in new 
production facilities in order to serve 
loads of this character, and, when serv- 
ice of this nature is made, it should be 
limited essentially to the utilization of 
surplus or unused system capacity. 
The Commission will expect applicant 
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to carefully supervise its future pro- 
duction expansion in order to know 
that loads of this character will not be 
a burden to the system. 

The agreement contains a provision 
that it shall at all times be subject to 
such changes and modifications by the 
Railroad Commission of the state of 
California as said Commission may 
from time to time direct in the exer- 
cise of its jurisdiction. 

The Commission is of the opinion 
that under the circumstances the rec- 
ord justifies the conclusion that the 
agreement should be authorized, and 
the following form of order is made: 


ORDER 


Southern California Edison Com- 
pany Ltd., having made application 
for an order authorizing that certain 
agreement heretofore described, and 
sufficient cause appearing therefor : 


It is ordered that the agreement (at- 
tached to the application as Exhibit 
“A” and as modified by the opinion) 
between Southern California Edison 
Company Ltd. and Richfield Oil Cor- 
poration is hereby authorized, and 

It is further ordered that Southern 
California Edison Company Ltd. is 
hereby authorized to render electric 
service and charge the rates and other- 
wise carry out the conditions of the 
aforesaid agreement; provided, how- 
ever, that the authority herein granted 
shall not be taken as limiting the Rail- 
road Commission’s authority to 
modify or set aside such agreement by 
appropriate order. 

Southern California Edison Com- 
pany Ltd. shall file three copies of the 
agreement as authorized within thirty 
days. 

Authority herein granted shall be- 
come effective as of the date hereof. 
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Re Pacific Gas & Electric Company 


[Decision No. 33907, Application No. 23986.] 


Security issues, § 132 — Scope of proceeding — Capital expenditures — Treasury 


reimbursement. 


Approval of all expenditures making up a reported unreimbursed balance 
of $118,000,000 is not necessary on an application to issue $1,000,000 
of bonds to reimburse the treasury of a public utility company for capital 
expenditures, and authority to issue the bonds requested should not be 


construed as such approval. 


[February 18, 1941.] 


PPLICATION for authority to issue bonds; application 
A granted. 


By the Commission: This is an ap- 
plication by Pacific Gas and Electric 
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Company for an order of the Railroad 
Commission authorizing it to issue and 
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sell, at not less than the face value 
thereof plus accrued interest, $1,- 
250,000 of its first and refunding 
mortgage bonds, series H, 3% per cent, 
due December 1, 1961, for the purpose 
of reimbursing its treasury. 


In this and in former applications, 
Pacific Gas and Electric Company has 
advised the Commission that on or be- 
fore March 31, 1940, it expended for 
permanent additions to and _ better- 
ments of its properties, for the pur- 
chase and acquisition of new proper- 
ties, and for the retirement of funded 
debt, the sum of $118,729,108.37 for 
which it has not been reimbursed 
through the issue of stock or bonds. 
The following tabulation shows how 
this figure was obtained. 


Unreimbursed capital expendi- 
tures and advances in affiliat- 
ed companies at March 31, 
1939, (Exhibit B, in Appli- 
cation No. 22965) 

Construction expenditures from 
April 1, 1939, to Mar. 31, 1940 

Additional costs of acquiring 
properties 

Unexpended balances of author- 
ized capital expenditures at 
Mar. 31, 1940 (Exhibit C, in 
Application No. 23647) 

Retirement of The Standard 
Electric Company of Califor- 
nia First Mortgage 5% bonds, 
due Sept. 1, 1939 


$81,846,759.03 
19,964,318.47 
122,064.14 


16,661,229.23 


2,399,000.00 
$120,993,370.87 


Reimbursement received: 
From sale of $1,- 
260,000 of series 
H bonds, author- 
ized by Decision 
No. 32313, in Ap- 
plication No. 
22965 

From sale of $850,- 
000 of series H 
bonds authorized 
by Decision No. 
33458, in Appli- 
cation No. 23647 


$1,332,450.00 


931,812.50  2,264,262.50 


$118,729,108.37 
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in this proceeding to approve all the 
expenditures making up the reported 
unreimbursed balance of $118,729,- 
108.37, and the order herein should 
not be construed as such approval. It 
appears that the company has had sur- 
plus earnings well in excess of the pro- 
posed bond issue and that such earn- 
ings have been invested in the com- 
pany’s properties. 

The Commission has considered ap- 
plicant’s request and is of the opinion 
that a public hearing is not necessary 
in this matter, that applicant should be 
authorized to issue the $1,250,000 of 
bonds pursuant to its application, that 
the money, property, or labor to be 
procured or paid for through such is- 
sue is reasonably required for the pur- 
pose specified herein and that the ex- 
penditures for such purposes are not, 
in whole or in part, reasonably charge- 
able to operating expenses or to in- 
come, therefore, 

It is hereby ordered that Pacifie Gas 
and Electric Company be, and it here- 
by is, authorized to issue and sell, on 
or before June 1, 1941, at not less 
than the face value thereof, plus ac- 
crued interest, not exceeding $1,250,- 
000 of its first and refunding mort- 
gage bonds, series H, 3} per cent, due 
December 1, 1961, and to use the pro- 
ceeds from the sale of said bonds, ex- 
clusive of accrued interest, to reim- 
burse its treasury, in part, on account 
of capital expenditures made on or 
prior to March 31, 1940, for perma- 
nent additions to and betterments of 
its properties and for the purchase 
and acquisition of new properties, the 
cost of which is chargeable to invest- 
ment or fixed capital accounts. 

It is hereby further ordered that 
the accrued interest received by Pacif- 
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ic Gas and Electric Company may 
be used for general corporate pur- 
poses. 

It is hereby further ordered that 
Pacific Gas and Electric Company 
shall keep such record of the issue of 
the bonds herein authorized and of the 
disposition of the proceeds as will en- 
able it to file, on or before the 25th 
day of each month, a verified written 


report as required by the Railroad 
Commission’s General Order No. 24- 
A, which order, in so far as applicable, 
is made a part of this order. 

It is hereby further ordered that 
the authority herein granted will be- 
come effective when Pacific Gas and 
Electric Company has paid the fee pre- 
scribed by § 57 of the Public Utilities 
Act, which fee is $1,125. 





SECURITIES AND EXCHANGE COMMISSION 


Re United Light & Power Service Company 


[File No. 37-24, Release No. 2608.] 


Intercorporate relations, § 19.9 — Subsidiary service company — Organization and 
operation — Salary payments. 


1. An arrangement for the allocation of salaries is inconsistent with the stand- 
ards of § 13 of the Holding Company Act, 15 USCA § 79m, when sub- 
stantial portions, of salaries of officers and employees of holding com- 
panies have in fact been paid by operating companies through the medium 
of a subsidiary service company, p. 121. 


Intercorporate relations, § 19.9 — Subsidiary service company — Payment of 
salaries — Temporary exemption. 

2. An arrangement by which an operating company paid certain portions 
of salaries of two of its principal executives who were also major executive 
officers of a holding company was temporarily exempted from the require- 
ments of § 13(a) of the Holding Company Act as involving special or 
unusual circumstances and as being consistent with the public interest and 
the protection of investors and consumers, p. 123. 


[March 7,. 1941.] 


MENDMENT incorporating proposed changes in methods of 
A organization and operation of a subsidiary service compa- 
ny under § 13 of the Holding Company Act; changes approved 

and temporary exemption granted as to certain salaries. 


¥ 
APPEARANCES: Paul S. Davis, of 
the Public Utilities Division, for the 
Commission ; Robert A. Olson, of Chi- 
cago, Illinois, for the United Light 
and Power Service Company. 
38 PUR(NS) 


By the Commission: By order en- 
tered in this matter September 26, 1938 
we approved, pursuant to § 13(b) of 
the Public Utility Holding Company 
Act of 1935, 15 USCA § 79m, and 
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the applicable rules thereunder, the or- 
ganization and method of operation of 
the declarant company. The Com- 
mission’s order expressly provided that 
it was not to be construed as ruling that 
declarant might not be required to ef- 
fect any changes in its organization 
and operation, or any other changes, 
which might become necessary to com- 
ply with the act and with any rules, 
regulations, or orders, whether in effect 
at that time or promulgated thereafter. 

On August 21, 1940, the Commis- 
sion handed down its decision in the 
case of Re Ebasco Services Incorporat- 
ed.2 In the Ebasco proceeding there 
was presented in sharp focus the prob- 
lem of interlocking officers, directors, 
and employees. It appeared that vari- 
ous officers of Electric Bond and Share 
Company, the holding company of the 
system, were charging, through the 
medium of the service company, sub- 
stantial portions of their salaries to 
the operating utility subsidiaries. In 
our opinion in that case we referred 
to the pertinent provisions of the act 
and held that the interlocking arrange- 
ments there used were not consistent 
therewith and must be discontinued. 
We recognized that somewhat similar 
interlocking relationships had been 
permitted in the past, but held that 
our action in granting approval of such 
relationships had been erroneous, and 
in this respect we overruled previous 
precedents. 

In order to apply the principle of our 


decision in the Ebasco Case with re- 
spect to service companies whose or- 
ganizations. had previously been ten- 
tatively approved, we directed our Pub- 
lic Utilities Division to examine the 
various service companies subject to 
our jurisdiction in the light of the stat- 
utory requirements as applied in the 
Ebasco Opinion. Pursuant to these 
instructions a letter was sent to all such 
service companies requesting them to 
consider the problem of interlocking 
officers and directors and to advise the 
Commission what steps they proposed 
to take to eliminate such interlocking 
arrangements. Following the request 
contained in that letter, the United 
Light and Power Service Company, 
the declarant here, proceeded to make 
an examination of its own method of 
doing business. After conferences 
with the Commission’s staff, the de- 
clarant filed an amendment incorporat- 
ing proposed changes for the purpose 
of complying with the principle of the 
Ebasco Case.* A hearing was held on 
said amendment, and the Commission 
having considered the record herein, 
makes the following findings: 

[1] As approved by the previous or- 
der of the Commission, the United 
Light and Power Service Company 
had on its payroll all of the officers of 
the United Light and Power Company, 
the top holding company of the system. 
These individuals were also for the 
most part officers of the various sub- 
sidiary holding companies in the sys- 





1Re United Light & P. Engineering & 
Constr. Co. File No. 37-24, 3 SEC 894, Holding 
Company Act Release No. 1254. The name 
of the applicant company was subsequently 
changed to the United Light and Power Serv- 
ice Company. 

® File Nos. 37-31, 37-44, Holding Company 
Act Release No. 2255, 35 PUR(NS) 258. 

8 Formal proceedings are now pending with 


121 


respect to several holding companies and their 
respective service companies for the purpose 
of requiring the elimination of interlocking 
officers. See Re Middle West Corp. Holding 
Company Act Release No. 2340, dated Oct. 
21, 1940; Re Columbia Engineering Corp. 
Holding Company Act Release No. 2342, 
dated Oct. 21, 1940; and Re Commonwealth 
& Southern Corp. Holding Company Act 
Release No. 2414, dated Dec. 6, 1940. 
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tem, the United Light and Railways 
Company, American Light & Traction 
Company, and Continental Gas & Elec- 
tric Corporation. None of these hold- 
ing companies had any direct payroll; 
all salaries (with two exceptions here- 
after mentioned) were paid in the first 
instance by the Service Company and 
then recharged to the various operating 
and holding companies on the basis of 
time allocations. Similar allocations 
were made with respect to salaries of 
persons other than officers and with 
respect to expenses other than salaries. 
As a result of the application of these 
time allocations there were charged, 
out of the total salaries and expenses 
of the Service Company aggregating 
$872,395.90 for the nine months’ pe- 
riod ended September 30, 1940, a sum 
of $441,952.45 to holding companies 
and an amount of $430,443.45 to oper- 
ating companies. 

It is evident that the arrangement 
for the allocations of salaries previous- 
ly approved is inconsistent with the 
standards of § 13 as clarified by our 
decision in the Ebasco Case, supra, in 
that substantial portions of salaries of 
officers and employees of the holding 
companies have in fact been paid by the 
operating companies; this is so even 
though payments were made through 
the medium of the Service Company. 
The net result is that services are ren- 
dered for a charge by the holding com- 


panies (through its officials) to the 
various operating companies. In form 
the arrangement is slightly different 
from that in the Ebasco Case, where 
holding company officials received pay- 
ments directly from the holding com- 
pany and indirectly from the operating 
companies (through the Service Com- 
pany). In substance, however, the sit- 
uation is no different; officers, direc- 
tors, and employees of the holding 
company, who owe their primary loyal- 
ty to that company, are rendering serv- 
ices for a charge to operating compa- 
nies.* 

In order to bring about conformity 
with the statutory requirements gov- 
erning the relationships between the 
holding company and its subsidiaries, 
the declarant, after conferences with 
the Commission’s staff, has filed an 
amendment in this proceeding in which 
it proposes a thoroughgoing revision 
of its method of doing business. Un- 
der the terms of the amendment the 
following persons will hereafter be 
paid only by holding companies: 

a. Persons who are directors or of- 
ficers of any associate holding compa- 
ny. 

b. Persons who regularly perform 
executive or administrative duties on 
behalf of one or more associate hold- 
ing companies. 

c. All person employed in perform- 
ing accounting and auditing services, 





#It is needless to say that no criticism of 
the company is implied in this determination. 
As we recognized in the Ebasco Case, the ef- 
fect of that decision was to overrule many of 
our previous holdings interpreting § 13. While 
we have now concluded that the arrangement 
previously approved was inconsistent with the 
requirements of § 13, we have power under that 
section to make exceptions, and our action in 
so doing, even though erroneous, was within 
our jurisdiction. In fact even if there existed 
any doubt as to this jurisdiction to grant such 
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approval, the company and other persons rely- 
ing upon our order would be adequately pro-- 
tected by the provision of § 20(d), 15 USCA 
§ 79t, which absolves all persons from liability 
who act or omit to act in good faith in reliance 
on any rule, regulation, or order of the Com- 
mission, even though it may later be modified 
or held invalid. 

5 With the exception of certain payments to 
Mr. Woolfolk and Mr. Conrad, discussed fur- 
ther below. 


122 





RE UNITED LIGHT & 


except (i) those who are engaged in 
performing accounting and auditing 
work of the Service Company itself, 
and (ii) field auditors engaged pri- 
marily in performing services for as- 
sociate operating companies. 

d. Persons employed primarily in 
performing stock transfer services for 
associate holding companies. 

e. Persons who are personal assis- 
tants, secretaries and clerks of, or 
stenographers, reception clerks, file 
clerks, telephone operators, and mes- 
sengers generally engaged in perform- 
ing ministerial duties for, any of the 
persons designated in a, b, c, and d. 

The result of carrying out the action 
proposed in the amendment will be to 
eliminate practically ° all allocations of 
costs between holding companies and 
operating companies, with the excep- 
tion of the salaries of Messrs. Wool- 
folk and Conrad. The result of the 
proposed amendment will be to charge 
directly to the holding companies sal- 
aries and expenses aggregating $530,- 
199.41 for the nine months’ period 
ended September 30, 1940, as com- 
pared with salaries and expenses of 
$342,196.49 charged to operating com- 
panies. The bulk of the charges to op- 
erating companies consists of the sal- 
aries of the engineering, rate, and ap- 
praisal departments located in the 
company’s Davenport office. In terms 
of amount, there results for this period 
an increase in cost to the holding com- 
panies of $88,246.96 with a corre- 
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sponding decrease in cost to operating 
companies. 

[2] We turn now to the principal 
respect in which the proposed amend- 
ment does not comply with standards 
of § 13 as set forth in our Ebasco De- 
cision, 35 PUR(NS) 258. Messrs. 
William G. Woolfolk and Frank L. 
Conrad are president and executive 
vice president, respectively, of the 
United Light and Power Company and 
of other system holding companies. 
They are also president and vice presi- 
dent, respectively, of Michigan Con- 
solidated Gas Company; they receive 
directly from Michigan Consolidated 
Gas Company portions of their sal- 
aries, amounting to one-seventh in the 
case of Mr. Woolfolk and approxi- 
mately one-fifth as to Mr. Conrad. 

Prior to his election as president of 
the United Light and Power Company, 
in 1939, Mr. Woolfolk was, and had 
been for approximately eight years, 
president of Michigan Consolidated 
Gas Company and its predecessor, De- 
troit City Gas Company. At the time 
of Mr. Woolfolk’s election as presi- 
dent of the United Light and Power 
Company, both he and Mr. Conrad, as 
officers of the Michigan Company, 
were engaged in active direction of 
that company’s operations, including 
the supervision of various rate pro- 
ceedings and other problems which had 
not yet been terminated. It appears 
that Mr. Woolfolk accepted the presi- 
dency of the United Light and Power 





6 The company will continue to make alloca- 
tions as to certain persons performing routine 
services in connection with accounts and re- 
ports and as to certain field auditors who are 
engaged primarily in performing services for 
operating companies, but who do occasionally 
render some services for the benefit of the 
holding companies. The aggregate salaries 
of these persons for whom such allocations will 


123 


continue to be made are relatively small and 
in our opinion such allocations are of such 
minor character that they may for practical 
purposes be disregarded; to the extent that 
they would otherwise violate § 13(a) we find 
the continuance of such allocations to be ap- 
propriate in the interest of investors, and ac- 
cordingly exempt them from the provisions of 
that subsection. 
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Company upon the understanding that 
he would continue to devote a substan- 
tial portion of his time to the affairs of 
the Michigan Company until its more 
important problems were solved and 
suitable successor had been selected. 
Mr. Conrad became an officer of the 
United Light and Power Company in 
1940 on the basis of a similar under- 
standing. 

The declarant represents that this 
arrangement is of a temporary nature 
and is expected in no event to continue 
for more than three years. It is rep- 
resented that Messrs. Woolfolk and 
Conrad have not been replaced as offi- 
cers by the Michigan Company, and 
that as a result of their election as 
executive officers of the holding com- 
pany the aggregate compensation paid 
to the executives of the Michigan Com- 
pany has decreased. 

We are of the opinion that the ar- 
rangement whereby Messrs. Woolfolk 
and Conrad receive compensation both 
from the United Light and Power 
Company and from its operating sub- 
sidiary, Michigan Consolidated Gas 
Company, constitutes the rendition of 
services for a charge by the holding 
company to a public utility subsidiary, 
a transaction prohibited by § 13(a) 
unless exempted by the Commission. 
Under the last sentence of § 13(a), the 
Commission has power to exempt such 
transactions “involving special or un- 
usual circumstances or not in the ordi- 
nary course of business.’”’ We are of 
the opinion that the facts. presented 
in this case constitute such circum- 
stances as to warrant a temporary ex- 
emption of this arrangement from § 13 
(a), consistently with the public in- 
terest and the protection of investors 
and consumers. However, our exemp- 
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tion of the arrangement will be limited 
to a period of six months from the date 
of our order. 

The amendment was filed during 
December, 1940, and the company 
represented that in order to facilitate 
its accounting it desired to make it ef- 
fective as of January 1, 1941. Our 
order will approve the amendment and 
will authorize the company to put in- 
to effect the arrangements therein de- 
scribed as of January 1, 1941. Our 
order will also exempt from the provi- 
sions of § 13(a), for a period of six 
months, the arrangement whereby the 
salaries of Messrs. Woolfolk and Con- 
rad are divided between the various 
holding companies and Michigan Con- 
solidated Gas Company. 

The order will contain a proviso that 
all of the arrangements approved or 
exempted thereby may be reéxamined 
at any time, either upon the motion of 
the Commission or upon application of 
the company, to insure compliance 
with present or future requirements of 
the act, rules, regulations, or orders. 


ORDER 


The United Light and Power Serv- 
ice Company (formerly the United 
Light and Power Engineering and 
Construction Company ).having on De- 
cember 11, 1940, filed an amendment 
to its declaration in which it proposes 
the making of certain changes in its 
method of organization and operations, 
and having represented that it desired 
to make such changes effective as of 
January 1, 1941; and 


A hearing having been held on said 
amendment to said declaration and the 
Commission having considered the rec- 
ord herein and finding that said 
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changes should be permitted to be 
made, subject to the limitations and to 
the conditions hereinafter prescribed ; 

It is ordered that the proposed 
changes in method of organization and 
operations in the business of the Unit- 
ed Light and Power Service Company 
as more fully set forth in said amend- 
ment, be and are hereby approved, and 
the said the United Light and Power 
Service Company be and is hereby au- 
thorized to place said changes into ef- 
fect as of January 1, 1941, subject to 
the limitations and conditions herein- 
after prescribed. 

The United Light and Power Serv- 
ice Company having also requested ap- 
proval of the continuance of the ar- 
rangement by which Michigan Con- 
solidated Gas Company pays certain 
portions of the salaries of Messrs. Wil- 
liam G. Woolfolk and Frank L. Con- 
rad, who are executive officials of the 
United Light and Power Service Com- 
pany, and the Commission having con- 
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sidered the said arrangement, and hav- 
ing given an opportunity for hearing 
with respect thereto, and the Commis- 
sion being of the opinion that said ar- 
rangement may appropriately be tem- 
porarily exempted from the provisions 
of § 13(a) consistently with the pub- 
lic interest and the protection of inves- 
tors and consumers; 

It is ordered that said arrangement 
by which Michigan Consolidated Gas 
Company pays a portion of the salaries 
of Messrs. Woolfolk and Conrad be 
and is hereby exempted from the provi- 
sions of § 13(a) for a period of six 
months from the date of this order. 

It is further ordered that all arrange- 
ments approved or exempted by this 
order may be reéxamined at any time, 
either upon motion of the Commission 
or upon application of the company, to 
insure compliance with present or fu- 
ture requirements of the act, rules, and 
regulations of orders, and jurisdiction 
is reserved for all of such purposes. 





UNITED STATES DISTRICT COURT, E. D. PENNSYLVANIA 


Safe Harbor Water Power Corporation 


Vv 


United States et al. 


(No. 1098.) 
(37 F Supp 9.) 


Courts, § 18 — Proper court — Exclusive jurisdiction — Filing of record. 
The filing in the circuit court of appeals of the transcript of the record up- 
on which a rate order of the Federal Power Commission was entered gives 
that court exclusive jurisdiction and ousts a district court from jurisdic- 
tion over the subject matter in a suit to enjoin and set aside the order. 
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UNITED STATES DISTRICT COURT 


Appeal and review, § 13 — Proper court — Federal Power Commission decision, 
Discussion of the question whether Congress, in revising and amending 


the Federal Water Power Act of 1920 by enactment of Part III of the i 
Federal Power Act in 1935, repealed the provisions of § 20 of the former 7) 


act permitting an attack upon an order of the Federal Power Commission 
in the district court, so as to make the jurisdiction of the circuit court of 
appeals under § 313(b) of the 1935 act exclusive, p. 127. 


[February 6, 1941.] 


M 


OTION to dismiss complaint by power company to enjoin 
and set aside rate order of the Federal Power Commission 


for lack of jurisdiction over subject matter ; granted. 


APPEARANCES: George T. Ham- 
bright, of Lancaster, Pa., and Charles 
Markell, of Baltimore, Md., for plain- 
tiff; Francis M. Shea, Assistant At- 
torney General, Sidney J. Kaplan, 
Special Assistant to the Attorney Gen- 
eral, and Martin Norr, Special Attor- 
ney, Department of Justice, of Wash- 
ington, D. C., Gerald A. Gleeson, U. 
S. Attorney, and J. Barton Rettew, Jr., 
Assistant U. S. Attorney, both of Phil- 
adelphia, Pa., for defendants. 


Barb, D. J.: This comes before 
the court on a motion by the defendants 
to dismiss the complaint and in the al- 
ternative for summary judgment dis- 
missing the complaint. 

Plaintiff is a licensee under a license 
issued by the Federal Power Com- 
mission and operates a hydroelectric 
plant for the generation of electricity 
on the Susquehanna river at Safe 
Harbor about 8 miles south of Lan- 
caster, Pennsylvania. Plaintiff’s prin- 
cipal office and principal operating of- 
fice are located in this judicial district. 

Under date of June 11, 1940, the 
Commission issued an order requiring 
plaintiff to reduce its rates for elec- 


A 


tricity. 


Commission’s order. 


court of appeals for the third circuit 


to review and set aside the identical 1 
The Federal | 
Power Commission thereupon filed | 


order here involved. 
with the circuit court of appeals a cer- 
tified transcript of the record upon 
which the order was entered. 

Thereafter defendants filed this mo- 
tion, with supporting affidavit, to dis- 
miss the complaint and for summary 
judgment. No question on the validity 
of the rate order is involved on this 
motion. Defendants by their motion 
allege this court lacks jurisdiction of 
the subject matter. The primary con- 
cern is whether the action was prop- 
erly brought in this court. 

The existing Federal Power Act 
consists of three parts: Part I is the 
old Federal Water Power Act of 1920° 
and the amendments under Title II of 
the Public Utility Holding Company 
Act of 1935;* Parts II and III were 
added in this 1935 act.2 Part I em- 





1 Act of June 10, 1920, Chap. 285, 41 Stat. 
1063, 16 USCA § 791 et seq. 

2 Act of August 26, 1935, Chap. 687, Title II, 
49 Stat. 838, 16 USCA §§ 791a, 796-823. Sec- 
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tions 792 and 793 following section 79la are 
also parts of the existing act, having been 
amended in 193 


349 Stat. 847, 16 USCA §§ 824, 825. 
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On September 10, 1940, the | 
plaintiff filed the complaint in this ac- © 
tion seeking to enjoin and set aside the | 
On the same | 
date, September 10, 1940, the plaintiff 9 
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SAFE HARBOR WATER POWER CORP. v. UNITED STATES 


powers the Commission to license pow- 
et projects on navigable waters, and 
sives it certain powers of regulation 
over the licensee. Part II, as added in 
1935, gives the Commission jurisdic- 
tion over the transmission and sale of 
electricity at wholesale in interstate 
commerce, whether or not by licensees. 
Part III, likewise added in 1935, con- 
tains general procedural and adminis- 
trative provisions applicable to both 
Parts I and II. 

Although the Commission would ap- 
pear also to have jurisdiction over Safe 
Harbor as an interstate utility under 
Part II of the act, it chose in this 
proceeding to exercise jurisdiction over 
Safe Harbor as a licensee under Part 
I, § 20, of the Act. 

Section 20 of the Federal Water 
Power Act of 1920‘ provides that: 
“, . The administration of the 
provisions of this section, so far as 
applicable, shall be according to the 
procedure and practice in fixing and 
regulating the rates, charges, and prac- 
tices of railroad companies as provided 
in [the act to regulate commerce ap- 
proved February 4, 1887, as amended ] 
Chapter 1 of Title 49, Transportation, 
and [that] the parties subject to such 
regulation shall have the same rights 
of hearing, defense, and review as said 
companies in such cases. e 

It appears that prior to the enact- 
ment of the Federal Power Act of 
1935 this court, under § 20 and perti- 
nent statutory provisions,® was the 
proper and exclusive forum for the re- 
view of rate orders like the one in 
question here. Plaintiff relies solely on 
this statutory authority for suit in this 


forum and does not contend that the 
instant case is within the general 
equity jurisdiction of the court. 

Section 313(b) of the 1935 act,® 
however, contained another provision 
for judicial review of Commission or- 
ders, reading in part as follows: “Any 
party to a proceeding under this [act] 
chapter aggrieved by an order issued 
by the Commission in such proceeding 
may obtain a review of such order in 
the circuit court of appeals of the 
United States for any circuit wherein 
the licensee or public utility to which 
the order relates is located or has its 
principal place of business, or in the 
United States court of appeals for the 
District of Columbia, by filing in such 
court, within sixty days after the or- 
der of the Commission upon the appli- 
cation for rehearing, a written petition 
praying that the order of the Commis- 
sion be modified or set aside in whole 
or in part. A copy of such petition 
shall forthwith be served upon any 
member of the Commission and there- 
upon the Commission shall certify and 
file with the court a transcript of the 
record upon which the order com- 
plained of was entered. Upon the fil- 
ing of such transcript such court shall 
have exclusive jurisdiction to affirm, 
modify, or set aside such order in 
whole or in part. ~ 

The defendants coment (1) That 
the enactment of § 313(b) repealed 
by implication the review provisions of 
§ 20, and if not, (2) that the filing by 
the Commission of a certified tran- 
script of the record in the circuit court 
of appeals, in response to a timely peti- 
tion to review the order, ousted this 





<a" 285, 41 Stat. 1073, 16 USCA 


528 USCA §§ SCS). 43 44, 45, Judicial 
Code § 24, Chap. 309, § 1, 36 Stat. 539, Chap. 


1 


231, §§ 207, - 36 Stat. 1148, 1149, Chap. 32, 
38 Stat. 219 
6 49 Stat. ‘860, "16 USCA § 8251 (b). 
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court of its jurisdiction under § 20 
The fact that, in extensively revis- 
ing and amending the act in 1935, the 
Congress failed to repeal the provisions 
of § 20, indicates that the section is 
still in force. ‘“‘Repeals by implication 
are not favored. A law is not to be 
construed as impliedly repealing a prior 
law unless no other reasonable con- 
struction can be applied.” United 
States v. Jackson (1938) 302 US 628, 
631, 82 L ed 488, 58 S Ct 390, 392. 
It is true repugnancy or inconsistency 
or conflict between the provisions of 
the acts or sections of separate acts 
does justify implication of repeal, as 
does a manifest intention that the later 
act is to be a substitute for the earlier. 
United States v. Tynen (1871) 78 US 
(11 Wall.) 88, 20 Led 153; Red Rock 
v. Henry (1883) 106 US 596, 27 L 
ed 251, 1 S Ct 434; United States v. 
California (1936) 297 US 175, 80 L 
ed 567, 56 S Ct 421; H. Rouw Co. v. 
Crivella (1939) 105 F(2d) 434. But 
it has also been stated that where the 
powers or directions are such as may 
well subsist together and are not ir- 
reconcilable, an implication of repeal 
cannot be allowed. Posadas v. Nation- 
al City Bank (1936) 296 US 497, 80 
L ed 351, 56 S Ct 349. Sections 20 
and 313(b) are not irreconcilable, and 
there is no indissoluble conflict. Fur- 
thermore, some significance must be at- 
tached to the circumstance that, in re- 
vising an entire act, the Congress did 
not specifically deal with this section. 
There is authority pertinent to pro- 
visions such as here concerned, to the 
effect that where a statute provides for 
an appeal or writ of error to a specific 


court, it must be regarded as a repeal 
of any previous statute providing for 
an appeal or writ of error to another 
court. Brown v. United States 
(1898) 171 US 631, 43 L ed 312, 19 
S Ct 56; Laurel Oil & Gas Co. v. Mor- 
rison (1909) 212 US 291, 53 L ed 
517, 29 S Ct 394; Jackson v. Cravens 
(1916) 238 Fed 117. Though these 
cases dealt with appeals from courts 
rather than with court reviews of ad- 
ministrative orders or rulings, and so 
are not binding in this instance, they 
are persuasive. But, in view of the 
carefully enunciated and reiterated 
rules reviewed above, and the stated 
circumstances concerning these sec- 
tions, I cannot imply a repeal. 

It is my conclusion that the Con- 
gress intended to preserve the review 
afforded by § 20 as alternative resort 
for relief, that the plaintiff was en- 
titled either to come into this court 
under § 20 or to go into the circuit 
court of appeals under § 313(b). 

The petition for review filed with 
the circuit court of appeals was in ac- 
cordance with § 313(b). As cited, 
this section provides that, upon the fil- 
ing in the circuit court of appeals of 
the transcript of the record upon which 
the order complained of was entered, 
that court is given exclusive jurisdic- 
tion. That was done in the instant 
case. The circuit court of appeals has, 
therefore, acquired exclusive jurisdic- 
tion and the filing of the record in that 
court ousted this court from jurisdic- 
tion over the subject matter. 

The defendants’ motion to dismiss 
the action for lack of jurisdiction over 
the subject matter is granted. 
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Industrial Progress 


Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 


Southern California Utilities 
Expenditures Exceed $11,000,000 


XPENDITURES of the Southern California 

Gas Co. and the Southern Counties Gas Co. 
will exceed $11,000,000 for the current year, 
according to a recent announcement by F. S. 
Wade, president of both companies. 

The Southern California Gas Co. budget, 
which aggregates $8,950,000, contemplates an 
increase of at least 35,000 meters during the 
year. About $2,700,000 wi.l be required for 
the necessary main and service extensions and 
meter assemblies to take care of this new busi- 
ness. A total of $2,300,000 will be spent for re- 
placing old mains and services and for laying 
approximately 73,000 feet of pipe for trunk 
lines and reinforcing mains. 

Included in the Southern California Gas Co. 
budget is a new 10,000,000-cubic-foot gas stor- 
age holder, to be erected at the Macy St. plant 
of the company in Los Angeles. This structure 
will cost $800,000. 

Plans also are being made to build a series of 
smaller storage holders at various points over 
the systems of both companies. Cost of these 
will aggregate nearly $1,200,000, but whether 
or not they will be built this year depends upon 
the availability of steel. 

The building program of Southern Cali- 
fornia Gas Co. calls for the expenditure of 
more than $700,000 for contemplated work, and 
an additional $665,000 to complete buildings 
under construction at the first of the year. 


Electrical Orders Increase 


ne orders booked for electrical goods in 
the first quarter amounted to $554,115,- 
468, or more than twice that in any correspond- 
ing period since the Bureau of the Census 
survey was started in 1926, according to Vergil 
D. Reed, acting director of the Bureau. The 
previous high for the quarter was in 1937, 
when the total of new orders was $271,064,295. 
Orders in the fourth quarter of last year 
amounted to $514,816,295. 

The figures were based on reports of sev- 





DICKE TOOL CO., Inc. 
DOWNERS GROVE, ILL. 
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enty-eight manufacturers who make a repre- 
sentative percentage of the industry’s total 
output. 


Charging Device for Wheat 
Spotlight 
A CHARGING outfit for Wheat rechargeable 
spotlight is manufactured by the Koeh- 
ler Mfg. Co., Marlboro, Mass. The charging 
set combines charging control device and a 
convenient place for racking light and tools 


i 


Spotlight with Charging Set 


all in one unit. The charging control device 
can be plugged into any ordinary 100-voit 60 
cycle a-c lighting circuit. An indicator shows 
whether the light is receiving charge. Rectify- 
ing unit is dry disc type; no bulbs to renew. 


New Fluorescent Luminaire 
Developed by Guth 


pwin F. Guth Company, St. Louis, Mo., 

has announced the “Excelux Fluorescent” 
which has been designed to efficiently produce 
high-quality, semi-indirect lighting. Fuil- 
screened lamp diffusion is effected with a 
glass or plastic lamp shield to minimize harsh 
glare for eye comfort. This shield, together 
with glass end-windows, provides more even 
distribution of Fluorescent light. 

The Excelux uses four 40-watt lamps and 
is available for close-ceiling or suspended 
mounting. 

Further details will be furnished, by the Ed- 
win F, Guth Company, 2615 Washington Blvd., 
St. Louis, Missouri. 
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NO CONCRETE CASING is needed 
when you install J-M Transite 
Conduit. It does not warp...holds 
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INDUSTRIAL PROGRESS—( Continued) 


Approved Testing Device 
For Fire Extinguishers 


N approved testing device, known as the 
Testall Pump, for determining the maxi- 
mum safe life of fire extinguishers has been 
developed by the American-LaFrance-Foamite 
Corporation, Elmira, New York. Previously 
unsafe extinguishers may have been inad- 
vertently continued in service; or good ones 
discarded prematurely. The Testall Pump tells 
exactly the condition of each extinguisher by 
testing hydrostatically the shell and hose for 
strength, through the hose and nozzle. It is 
approved by the Factory Mutual Laboratories 
with a definite procedure for testing: (1) ex- 
tinguishers, (2) engines, (3) hose, (4) sprink- 
ler systems. 
As the Testall Pump flushes interior and 


Testall Pump Easily Operated 


exterior of the extinguisher, the testing work 
can be readily combined with regular main- 
tenance. Flushing and testing water flows auto- 
matically through the pump, without the pump’s 
operating. Only a few strokes are required to 
bring the extinguisher up to the test pressure. 

The Testall Pump is rapid in operation and 
can be carried easily by one man, 


Ratchet Type Cable Reel Jack 


A new addition to their line of Simplex 
cable reel jacks and other jacks has been an- 
nounced by Templeton, Kenly & Co., Chicago. 

Designated Model 3-CR, these new rugged 





70 MASTER-LIGHTS 
© Electric Portable Hand Lights. 
© Repair Car Spot and Searchlights. 
© Emergency (Battery) Floodlights. 


CARPENTER MFG. CO. 
179 Sidney St., Cambridge, Mass. 
MASTER-LIGHT MAKERS 








jacks speed handling of cable reels so that 
cable, wire rope, barbed wire or rope can be 
quickly paid out or readily rolied onto the 
reel, ; 

Each jack is mounted on a “T”-shaped lami- 


Simplex Jack 
Facilitates Cable 
Reel Handling 


nated oil treated oak base with three support- 
ing rods for stability. A lifting hook on the 
head of the jack accommodates spindles up 
to 24 in. in diameter. 

Used in pairs, one on each side of the reel, 
the ratchets provide for fast lifting and lower- 
ing of either loaded or empty reels. They have 
a capacity of 15 tons. 

These jacks are ideally adapted for string- 
ing communication lines in combat zones and 
for post-war communications and power line 
reconstruction work, 


> 


Manufacturers’ Notes 


Allis-Chalmers Creates New Department 


In a far reaching plan to promote cordial 
relationship between employees and manage- 
ment of the Allis-Chalmers Mfg. Co., Max 
W. Babb, president, has announced that Lee 
H. Hill, who was elected vice-president at the 
annual meeting of directors May 9th, will head 
up a newly created Industrial Relations De- 
partment. 

In his new capacity, Mr. Hill, formerly as- 
sistant manager of the electrical department, 
will be in charge of collective bargaining, 
grievance procedure, employment, wage poli- 
cies and levels and all other subjects which 
bear on management-employee relations. 

W. C. Van Cleaf will continue his work in 
industrial relations, reporting to Mr. Hill. 


Logan Engr. Appoints Iowa Representative 
The Logan Engineering Company, Chicago, 
makers of Aridifier air and gas cleaners, have 
appointed J. A. McCoy, Des Moines, Iowa, as 
their Iowa representative. Mr. McCoy has been 
serving Iowa industrials for more than twenty 
years with recognized lines of industrial equip- 
ment and is well known among public utilities. 


G-E Promotions 


J. M. Howell, executive assistant to E. D. 
Spicer, manager of the Schenectady Works 
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American 


Preeminently Leading Since 1922 


For nineteen years American has been special- 
izing in building standard line construction 
bodies for public utilities. Aiming always to 
build to the highest standards of efficiency, ap- 
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40 INDUSTRIAL PROGRESS—( Continued) 


of the General Electric Company, has been 
named to succeed his chief who has been ad- 
vanced to the post of assistant to the vice 
president in charge of manufacturing. Official 
announcement of the promotions was made 
by W. R. Burrows, vice president in charge of 
manufacturing. : 


Cochrane Corp. Elects Officer 

Stephen B. Haynes has been elected assistant 
treasurer of the Cochrane Corporation, Phil- 
adelphia manufacturer of power plant equip- 
nent, according to a recent announcement. Mr. 
Haynes is a graduate of Yale University in 
1924 and has had a wide experience in finan- 
cial and accounting matters. He had previous- 
ly been associated with the Mathieson Alkali 
Works, Inc., in a sales promotional capacity 
and the Associated Drygoods Corp., in finan- 
cial work. 


Two New Silex Services 

The Silex Company, Hartford, Conn., an- 
nounces two new Glass Coffee Maker Serv- 
ices—the “Saratoga” and the “Pinehurst.” 
Each service consists of a beautifully engraved 
heavily chrome plated tray which measures 12 
in. x 18 in., and 8 cup wide neck Saratoga 
electric model glass coffee maker with ivory 
trim (illustrated) or an 8 cup narrow neck 
Pinehurst electric model glass coffee maker 
equipped with Silex patented, “self-timing” 
stove and “anyheet control.” Crystal glass 
sugar and creamer that snap into gleaming 
chrome shells are of matching design. Creamer 
has a gracefully shaped Moldex ivory handle. 


Dippex coffee measure and 12 stringless cloth 
strainers also supplied at no extra cost. 

The Saratoga Coffee Service retails for 
$13.95, the Pinehurst Coffee Service for $14.95. 
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Portable Sub-Station 


A PORTABLE sub-station has been assembled by 
the Westinghouse Electric and Manu- 
facturing Company particularly for utility 
companies to use in case of emergency. This 
mobile equipment is also likely to be a very 
handy unit in connection with defense work, 
The sub-station is mounted on a four-wheel 


Fruehauf trailer. It can be placed in position 
by a truck which can leave the unit wherever 
it is needed and go on its way to other duties. 


Equipment Literature 
Rural Line Switches Literature 


Rural line switches for lightly loaded dis- 
tribution circuits are described in a new 4-page 
leaflet announced by Westinghouse Electric 
and Manufacturing Company. One to four 
pole switch units are supplied in the 200 
ampere rating for voltages between 7,500 and 
34,500 volts NEMA standard and in the 400 
ampere rating between 7,500 and 15,000 volts 
substandard class. 

Pole units, operating mechanism, and insula- 
tors are discussed. The distinctive features 
described include contacts, shunts, and con- 
struction details. Outline drawings give 
physical dimensions and layout of the two and 
three insulators per pole types. 

The price list contains current and voltage 
data for switches using NEMA standard and 
substandard insulators. 

A copy of catalog section 36-162 may be 
secured from department 7-N-20, Westing- 
house Electric and Manufacturing Company, 
East Pittsburgh, Pa. 


Safety Clothing 

Safety Clothing for Industry is the title of a 
20-page illustrated catalog issued by Industrial 
Gloves Company, Danville, Illinois. 
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IGHT now is when you appreciate 

SERVICE the most! This means, as 
Pennsylvania sees it, not merely speed in 
delivery, but a complete service, geared 
to your present-day demands! 





The present defense program, with its 
consequent deluge of rush orders, finds 
Pennsylvania fully prepared to render the 
same thorough co-operation it has always 
accorded its customers. 


Its compact, closely knit organization is 
trained and experienced, willing and eager 
to extend the utmost in technical assistance. 
This is of supreme importance in times like 
the present, when you cannot afford to 
sacrifice efficiency for speed. 








Let Pennsylvania prove its fitness to solve 
your transformer requirements, no matter 


how complex the problem or how demanding 


i ! An instance of Pennsylvania co-operation . . . this 
the delivery schedule! is one of nine transformers on an order for a “total 
of 90,000 kva. The customer ordered six, = 
upon completion, duplicated the order for th 
more, all being produced in record time. 


Look for this nameplate 


It is a distinguishing mark of quality on transformers . . . not only 
an assurance of dependability but a symbol of complete service to 
transformer users! 


TRANSFORMER COMPANY 


1701 ISLAND AVENUE, N. S., PITTSBURGH, PA. 
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Equipment Literature (Con’d) 


Of special interest to utilities are the fol- 
lowing: (1) The “fire-fiter” asbestos suit, in- 
cluding helmet, shirt, pants, gloves and shoes ; 
(2) Plain asbestos mittens, furnished, lined or 
unlined; (3) One-piece back gauntlet welder’s 
glove w ‘ith wool heat-breaker stitched inside 
back providing sufficient insulation against 
heat throughout glove’s entire life; and (4) 
Welder’s sleeves, designed for comfort and 
service made of chrome leather, flame proof 
duck or asbestos. 


“Quick Selector” Catalog 

A 64-page 1941 revision of the popular 
“Quick Selector” catalog is announced by 
Westinghouse Electric and Manufacturing 
Company. 

Issued twice a year, this catalog has found 
wide use because it simplifies the selection of 
electrical equipment for any motor, lighting or 
feeder circuit. 

Subjects covered are safety switches, nofuze 
breakers, multi-breakers, panel boards, motor 
controls and motors. Revisions include equip- 
ment additions, price changes and up-to-date 
application data. Information has been rear- 
ranged and made more complete on some 
items. 

A copy may be obtained from department 
7-N-20, Westinghouse Electric and Manufac- 
turing Company, East Pittsburgh, Pa. 


Leffel Turbine Water Wheels 


Leffel Turbine Water Wheels (Bulletin 
36) has been issued by The James Leffel & 
Co., Springfield, Ohio. Produced in a conven- 
ient pocket size, this 32-page bulletin is pro- 
fusely illustrated showing various designs of 
Leffel turbines. All sizes and designs of power 
transmission connections, head and waste gate 
hoists, governors for turbine speed regulation 
and trash racks also are furnished by The 
James Leffel & Co. An illustration shows 
Remmel Dam, near Hot Springs, Ark., of the 
Arkansas Light & Power Co. which is 
equipped with Leffel vertical turbines (each 
Type F unit is direct connected and develop- 
ing under 50 ft. head, 5700 hp, 120 rpm) with 
outside gate equipment, together with quick- 
acting oil-pressure motor-driven governors 
and, pumps. 

The bulletin states that different types of 
Leffel turbines are carefully tested by disin- 
terested engineers in the official Holyoke Test- 
ing Flume, Holyoke, Mass, On a recent test an 
efficiency of 94.57 per cent was obtained with a 
strictly commercial turbine. This remarkable 
efficiency, according to the bulletin, establishes 
a world’s record. 


Burks Automatic Electric Water Systems 


A bulletin announcing sales promotion plans 
and material available to utilities and dealers 
handling Burks automatic electric water sys- 
tems has been issued by Decatur Pump Co., 
Decatur, Illinois. 

The bulletin also reports a Burks dealer’s 


sales record, of 407 electric water systems in an 
least Texas county in less than two years. The 
Burks water systems include the super 
Niagarette Turbine for shallow wells and the 
Iducer Deep Well Systems which lift water 
up to 210 feet. 


Enamel-Fabric Accident Prevention Signs 

An illustrated circular issued by Thos, E, 
Collins & Co., St. Louis, Mo., describes the 
new enamel-fabric (patented) accident pre- 
vention signs for public utility use. 

In addition to the enamel-fabric Redteco 
and Yelteco sign which “wears like leather in 
any kind of weather” the circular also illus- 
trates and describes (1) a steel holder for post- 
ing 24 in. overall signs; (2) a steel lantern 
standard 50 in. high with “loxem” attachment 
which prevents the theft of lanterns; and (3) a 
collapsible steel tripod for guarding manholes, 
The tripod weighs only 12 lbs., is 39 in. high 
with sufficient spread to fit over any manhole 
opening. It also is used for hazardous inter- 
sections, sidewalks and alley entrances. It ac- 
commodates a 16 in. overall Teco sign; also a 
24 x 18 in. Teco sign. 


Egry Business Systems 

Twelve modern Egry business systems are 
illustrated and described in a 4-page 83 x 1l 
in. bulletin issued by The Egry Register Com- 
pany, Dayton, Ohio. 

The bulletin also describes Egry Continuous 
Printed Forms for hand written records on all 
types of registers; for typed records on Speed- 
l‘eed equipped typewriters and typewriter bill- 
ing machines ; for the Elliott Fisher, Addresso- 
er -aph, and accounting and tabulating machines. 
Egry forms are accurately printed on letter- 
press or Egry offset process, numbered, 
punched and perforated and are furnished 
with or without interleaved carbons. 


Staynew Filter Catalog 


Staynew Filter Corporation announces the 
publication of a new 44-page catalog, illustrat- 
ing and completely describing the latest Stay- 
new and Protectomotor Filters for compressed 
air, gases, liquids, engine and compressor in- 
take, and for building ventilation. 

The new catalog is replete with photographic 
illustrations, sectional drawings, diagrams, 
specification charts, and detailed engineering 
data. Copies may be obtained from the Stay- 
new Filter Corporation, Rochester, N. Y 


Large Transformers Booklet 

A new 16-page booklet describing SL trans- 
formers up to 10,000 kva for use in power, 
municipals and industrial plants is announced 
by Westinghouse Electric and Manufacturing 
Company. 

Transtormer tanks, core construction, and 
auxiliary parts are discussed. Safety factors 
such as burnout protection and, the use of inert 
gas to prevent oil oxidation are described. 
Photographs and diagrams are used as aide in 
explaining the various features. 
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an ; | DESIRABLE BUSINESS, this industrial elec- 
® tric heat. It's mostly off-peak load, it’s steady, 

nuous fae jf and it has impressive volume. The kind of busi- 

on all “ ‘@ ness that deserves cultivating. And fortunately, 

geo! gg ithe kind that responds enthusiastically. 
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hinee : Right now, most of your industrial customers 

letter. fygen is sole are staggering under top-heavy production 

bered, fmpom tempers schedules. You can sell them power, but that is 


rished Ry met WN @ not all. SELL THEM "WIRED HEAT,” TOO — 
m@ they need it! Sell them easier means of obtaining 
process heat, for instance, electric heat with 


seal Chromalox units for platens, molds, ovens, clean- 


staal fa . ing and pickling tanks, electroplating solutions, 
Stay- : paint or varnish kettles, oil preheaters — a host of 
ressed ‘ . heating applications in which the easy installa- 
sales : e tion, uniform temperatures, and carefree auto- 
rude v iit matic control of Chromalox electric heating units 
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ENGINEERING COOPERATION is at the 
other end of your telephone wire. Call in the 
Chromalox electric heating experts to work with 
you and your customer on any specific problem. 


Stay- 
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turing of | nate, 7500 THOMAS BLVD, PITTSBURGH, PA. 
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BAYER SOOT CLEANERS 


APPLIED TO 


MODERN PUBLIC UTILITY BOILER 












































605,000 LBS./HR BOILER PULV. COAL FIRED 
1350 LBS. PRESSURE 950°F. STEAM TEMPERATURE 


THE BAYER COMPANY 


ST. LOUIS, MISSOURI 
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BEST SELLER BECAUSE IT’S THE BEST BUY 


Year after year, more Chevrolets than any other make 








are chosen by America’s truck buyers as the best buy in the 
highly competitive truck market. There could be no stronger 
endorsement of Chevrolet than this—that American busi- 


ness men deem it the best value, and say it with orders. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 





— FEATURES 

* 90-HORSEPOWER VALVE-IN-HEAD ENGINE . . . 174 FOOT-POUNDS OF 

TORQUE * NEW RECIRCULATING BALL-BEARING STEERING GEAR * NEW, 
MORE COMFORTABLE DRIVER’S COMPARTMENT 


60 MODELS—ON NINE LONGER WHEELBASES . .. A COMPLETE LINE FOR 
ALL LINES OF BUSINESS. 




















CHEVROLET 
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One Radiant Boiler ordered in 1938 and an addi- 
tional unit ordered in 1939. Steam capacity of each 
unit 900,000 Ib. of steam per hr. at 1500 psi. 





























Four B&W High-Head Boilers having a total ca- 
pacity of 1,500,000 Ib. steam per hr. comprise an 
installation of two units made in 1937 and a dupli- 
cation made in 1940, 





(Manufacturers Service Agreement) 
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The repeat orders placed within the past few 
years for a total of 18 Babcock & Wilcox Open- 
Pass, Radiant, and High-Head Boilers are an 
important indication that the increase of cen- 
tral-station steam capacity by the installation 
of these duplicate units was economically 


sound, 


These boilers are duplicates of designs that 
have been created within the last decade and 
have already proved their fundamental sound- 
ness. Thus, the purchasers of these types obtain 
the most modern equipment as well as the 
benefits accruing from the duplication of types 


that have proved satisfactory. 


THE BABCOCK & WILCOX COMPANY, 85 Liberty Street, New York, N. Y. 












































(a) 





Two Open- Poss units of this design were recently 
t two placed in service in 





d to 
1937, Each unit generates 350,000 Ib. of steam per 
hr. at 775: psi, 
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Two Open-Pass Boilers were ordered in June 1940 
and the order for two duplicate units was placed in 
September 1940, Each unit is to have a steam ca- 
pacity of 450,000 Ib. per hr. at 1500 psi. 
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Double talk 
preferred 


OUBLE talk isn’t recommended in the best of society, 
but there are times when it can be very effective... 
and this is one. 


We sell store fronts, and you sell lighting. Our store 
fronts are more effective when there is more of your light 
used on the exterior and on the interior, and you will agree 
that your customer will be more satisfied with his new light- 
ing fixtures and increased illumination if he has a new store 
front to help create customers for him. 


So let’s use a little double talk. We'll mention to our 
store front prospects the advantages of better lighting, in 
return for your mention to your prospects of the value of 
modern exteriors. And thus, we’ll both win their appreci- 
ation. 


When you think of store fronts, think of “Pittsburgh” 
Pittco Store Fronts .. . the leader in the field. 


ITTCO STORE FRONTS 


PITTSBURGH PLATE GLASS COMPANY 
‘PITTSBURGH stench fot Quality Glass and Paint 
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There is no mystery in the growing acceptance of the 
Mercoid Sensatherm. It can be accounted for in the recog- 
nition throughout the heating industry that here is a 
thermostat whose built-in qualities fit it for the field it 
serves. @ The Sensatherm is of small mass. We build 
it that way to meet the requirements of sensitivity. Thus it 
responds quickly to the true room temperature changes. 
No artificial stimulant is necessary. Its own accuracy as a 
heating system pilot is a matter of record to everyone 
who is familiar with this outstanding instrument. 

THE HEART OF THE SENSATHERM Benecth the cover is the 
Mercoid magnetic switch, an all important and exclusive feature found 
in no other room thermostat. The circuit is made and broken within a 
hermetically sealed glass tube—see illustration. The operation is not 
affected by dust, dirt or corrosion—common causes for heating dis- 
comfort and service calls. 





Send for new Mercoid calalog now available. You will need it for the information if contains. 


THE MERCOID CORPORATION » 4233 BELMONT AVE. * CHICAGO, ILL. 
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Your business form requirements are more than 
met by the variety of quality forms manufactured 
by Egry. Continuous Forms with or without inter- 
leaved one-time carbons; Allset and Foldover indi- 
vidual unit sets; padded and special forms... all 
engineered to your individual requirements ... a 
complete form system to expedite the writing of all 
initia! records. 

A request will bring a special prepared brochure 
containing samples of Egry forms now in use by 
utilities. Address Department F-65. 











The EGRY REGISTER Company 
Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 


The Egry Register Co., (Canada) Ltd. King & Dufferin Sts., Toronto, Ontario, Canada 
This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 











Public Utilities Fortnightly 








WE’RE PROUD OF IT 

















New steam generating plant being built at Mobile, Ala., the first 40,000 kilowatt unit of which begins 
operation this month. A second unit of the same size is om order, and will be installed by January 1943. 


E’RE mighty proud of this new steam generating plant which this 
month began turning out still more kilowatt hours for Alabamians 
to use. 


We’re proud because the new plant will do its part in supplying elec- 
tric service to industries utilized for national defense . . . 


Proud, too, because the industrial development in South Alabama 
helping balance agriculture with industry (in which we were glad to as- 
sist) has developed to the extent where it contributes to the need for 
additional power facilities . . . 


Proud, because the new plant has installed in it the latest, efficient 
electric generating equipment; and because the building is architecturally 
beautiful—an asset to the appearance of the community in which it is 
located. 


ALABAMA POWER COMPANY 


A Private Agency for the Public Good 
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// BMEGULAR and periodic testing and repair of meters should be so 

scheduled as to produce maximum net revenue. Changing the 
specifications for meter testing from registration through fixed diam- 
eter orifices to rates of flow in gallons per minute has been found to 
increase overallregistration, with a corresponding increase inrevenue 
far beyond the entire cost in both equipment, material and labor." 


CHAS. E. MOORE, Manager Water Department 
CITY OF ROANOKE, VA. 


© In other words, a given diameter orifice can not be relied upon as an accurate 
measure of the rate of flow on the test bench. Meters should be tested with 
apparatus accurate to high standards of precision. 


NEPTUNE METER COMPANY - 50 West SOth Street - NEW YORK CITY 
Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, DALLAS, 
KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 

Neptune Meters, Lid., 345 Sorauren Avenue, Toronto, Canada. 








——=. 
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You te All Set / 
ith ““CLEVELANDS” 





ra BALANCED, correctly 
engineered combination of what 
is needed, “Clevelands” pro- 
duce more “performance per 
eee pound” — pay for themselves 
wicker because of the additional savings they make for you. 
ou have a machine that fits into “more jobs”; may even, because of a single, 
exclusive feature “pay out” on one job. 
ou have equipment that you can move to and from the job, faster with less ex- 
pense and bother. 
fou are relieved of the high maintenance cost of obsolete equipment. 
Because of “Clevelands” dependability you can rely on steady, daily output, al- 
lowing you to plan your work better and get more efficiency from your gang. 
fou save money on “Clevelands” speed and ability to “cut the buck” on tough 
hobs, 


CLEVELAND TRENCHER COMPANY 


"Pioneer of the Small Trencher" 


100 St. Clair Ave. Cleveland, Ohio 


her important way “Clevelands” save for you is by 
‘ost transportation via special trailer—‘‘Clevelands” 
ond unload in 10 to 15 minutes. 


© CLEVELANDS © 
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@ Whatever the demands of the gas in. 

dustry may be, Connelly is equipped to 

meet them. With our new laboratory for 
scientific testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, Reg- 
ulators, Back Pressure Valves and other equipment for gas 
purification and control, Connelly is at your service, ready for 
any emergency. 


Under the able management of Mr. A. L. Smyly, pioneer in 
r. A. gas purification and pressure regulation, this organization 
Smyly 


President ) "a has continued ‘its leadership in the field, and the fact that 
ince Spouse Connelly products are standard in hundreds of the leading 


“= a gas plants of the country is indicative of the service rendered. 


Open to 

. SG. 
pong families ‘om 
full Photos, . 

all details, “Crd 


IRON SPONGE & 
LL CHICAGO, ILL. — ELIZABETH, N. J. 





SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 
Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER C0. 


Bridgeport, Conn. 
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OOSIER ENGINEERING COMPANY 


ICAGO ' 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 
Canadian Hoosier i Company, Lid. 


RECTORS OF TRANSMISSION LINES 
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No matter what kind of piping is involved, 
or where it is to be hung, you'll find a 
Grinnell Pipe Hanger made for the job. 

Grinnell Hangers are built to eliminate 
problems in installation, with design and 
materials that assure long, trouble-free 
service. Adjustments to correct sagging 
lines and provide even weight distribution 
are made easily, quickly and accurately 
after the pipe is erected. 

Write for your copy of Catalog, ‘tAd- 
justable Pipe Hangers and Supports.” 
Grinnell Company, Inc., Executive 
Offices, Providence, Rhode Island. Branch 


offices in principal cities. 


BanesU STABLE Paleo € MAN OE RS 0's Y GRINNELL 
WHEN VE 


sever PIPING is inv 
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ALL HANDS 
TOGETHER 


Clasping hands just before the 
opening whistle blows is an 
omen of good luck in basket- 
ball. But when the game is 
played it is training, skill and 
team work that counts, not luck. 
So it is with our utility. Our 
ability to work together to in- 
tegrate the many departments 
of our business into a large 
smoothly operating team is our 
greatest asset. “All hands to- 
gether” is not an omen of luck, 
but a symbol of team work in 
the job of rendering a better 
and more efficient electric ser- 
vice. 


JERSEY CENTRAL 
POWER & LIGHT CO. 


Asbury Park, New Jersey 








OUR SERVICES CHART A SAFE 
THROUGH PROBLEMSANVOLYV 


© Property and ' 
Studies— 


The AMERICAN 


APPRAISAL Company 


Founded 1896 + Offices in Principal Citiés 











DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 
Founder of Tree Surgery 


Davey Builds Good Will 
@ Pleasingly 
e@ With Tact 
@ Resourcefulness 
@ And Lasting Benefit 
Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 
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International Cab-Over-Engine Truck, with compressor, working for the Pacific Electric 
Railway Company in Long Beach, Calif. 


What Counts Is the VALUE 
That Shows Up on the Job 


There’s a great deal more to Inter- 
national Trucks than meets the eye 
when you see them rolling along the 
streets and highways or standing on 
the showroom floor. 


We mean the things you'll find out 
only after putting Internationals on 
the job ... things like lasting economy, 
dependability, trouble-free perform- 
ance, stamina, and long life. You 
can’t put your finger on qualities like 
these, but owners know they’re there. 
That’s why men keep coming back to 
International when they need new 
trucks. 


International reputation is built as 
much on these “hidden values” that 
come out day after day and year after 
year as on the sound engineering, 
quality construction, and all-around 
mechanical excellence that go into 
these trucks. Ask any International 
owner ... and then see for yourself 
by putting the right Internationals to 
work on your own loads. The nearby 
International dealer or branch will 
give you complete information. 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue, Chicago, Illinois 


INTERNATIONAL TRUCKS 
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OLUMBIA SYSTEM and the widely diversified enterprises 
C which it serves constitute a virtual business alliance. 
As supplied by the operating companies comprising this 
system, natural gas and electricity - for light, heat and 


power — are vital contributions to the public welfare. 


In consequence, a community of interest has been created 
that extends beyond customers and employees. Essential 
service, cheaply and abundantly provided, has proved a 
stimulating factor in our economic and social growth - 
marking a dependable and efficient performance which 


is helping to fortify the nation in these trying times. 

















COLUMBIA GAS & ELECTRIC 


CORPORATION 
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ered accurately —_ resulting in full reve- 


12,000,000 meters 


now in service are old and uncompen- 
sated, Considerable revenue losses often 
result from motenine modern appliance 
loads with these uncompensated meters. 
With modern Sangamo Type J Meters, 
however, the loads imposed by today’s 


diversified electric appliances, are met- 


TYPE )S WATTHOUR METER 


nue for all load gains. 
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PAYLOADS when metered with 7eocfctsc meters 
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SANGAMO ELECTRIC ‘COMPANY 
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Now ... the complete, one-volume key to 





INSULATION 


—kinds, applications, testing, theory 








me 


SENSVPaop= 


18 chapters cover: 


Dielectric Phenomena 
Theories of Dielectric Behavior 
Factors Affecting Dielectric Behavior 
Insulating Materials 
Industrial Motors and Generators 
Large Rotating Machines 
Control Apparatus 
Transiormers and Reactors 
Circuit-breaker Principles 
Circuit-breaker Constructions 
Transmission-line Insulators 
Lightning Arresters 
Capacitors 
Heating Apafienees 

mps and 
Meters, inetramente, and Relays 
Insulating Testing 
High-voltage Testing Equipment 





Here is a new and helpful guide for all concerned with the design and use 
of electrical apparatus—a book that covers all aspects of its insulation— 
concisely reviews the theory—describes and compares the materials—and 
gives complete details of the insulation problems present in all types of 
electrical apparatus and how they are solved. 


INSULATION OF ELECTRICAL APPARATUS 


By Douglas F. Miner 


George Westinghouse Professor of Engineering 
Carnegie Institute of Technology 


450 pages, 6 x 9, 306 illustrations, $5.00 


This book bridges the gap between the more theoretical treatments of dielectrit 
phenomena and the needs of engineers and designers for data on present-day insulation 
practices. 

From it the reader can get everything necessary to an intelligent approach to insuli- 
tion problems—a correlation of the theoretical and the practical—plus many facts and 
data to help in design or selection of electrical apparatus. 

The section on applications is presented in great detail—covers many specific type 
of apparatus, breaking each one down to show every insulation requirement and best 
practices in handling it. 

Send check, money order or cash to 


PUBLIC UTILITIES FORTNIGHTLY, MUNSEY BLDG., WASH., D. ©. 
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OR a chicken a road is an obstacle to be 





crossed, but for a man it is a means for 





vercoming the obstacles of time and dis- 
ance that tie him to one spot. 
It is no accident that the roads that criss- 


n and usggross America form the greatest highway 
sulation— 
rials—and 
types MMchicles than those of any other nation. 


stem in the world, that they carry more 


he roads are there because Americans are an 


ATUS 


dventurous people, seeking distant horizons 
d far places. They are there because Amer- 
ais a great continent with distances span- 
ing one-eighth of the globe. They are there 


f dielectrit 
y insulation 


cause no American is content to be less, to 
0 less, to have less, for himself or for his 


1 to insula- 


; tacts wl MaMily, than any orher man. 


ecific type 
tt and best 


But none of these things alone could have 





‘‘What’s a Road For?’’ 


WF 





built those millions of miles of roads nor 
have put millions of automobiles upon them. 
The roads and the automobiles are there 
because American industry, interpreting the 
needs of a people and giving them shape and 
form, made possible roads that the people 
could afford to build and maintain, automo- 
biles that the people could afford to buy and 
run. 

For more than 60 years General Electric 
engineers, scientists, and workmen have 
helped American industry to satisfy the needs 
of this restless, robust, growing, active Amer- 
ica. In creating More Goods for More People 
at Less Cost, they have made the dreams of 
fathers and mothers come true for America’s 


sons and daughters. 


GENERAL @&) ELECTRIC 


952-119B1-211 
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NINTH ANNUAL CONVENTION 


of the 


EDISON ELECTRIC INSTITUTE 


June 2, 3, 4 and 5, 1941 


BUFFALO, NEW YORK 


Registration: Monday, June 2nd, 9:30 A. M., Hotel Statler. 
Tuesday, June 3rd, Wednesday, June 4th and Thursday, June 5th, 
8:30 A. M., Kleinhans Music Hall. 


Schedule of Events 
GENERAL SESSIONS 


Kleinhans Music Hall 


Tuesday morning, June 3rd, 9:30 Wednesday morning, June 4th, 
Tuesday afternoon, June 3rd, 2:00 10:00 
Thursday morning, June 5th, 9:45 


SOCIAL EVENTS 


Dancing Bus Trip 
Terrace Room—Statler Hotel 


Monday evening, June 2nd, 9:00 Visit to Niagara Falls and Tea at 


Niagara Falls Country Club 


Informal Gathering of all Delegates Wednesday afternoon, June 3rd, 
Terrace Room—Statler Hotel 2:30 
Tuesday afternoon, June 3rd, 4-7 


Luncheon-Meetin 
Concert 8 


Kleinhans Music Hall Ballroom—Statler Hotel 
Tuesday evening, June 3rd, 9:15 Thursday, June 5, 1:00 P. M. 
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countants! Engineers ! 


DITTO 


IS YOU MULTIPLIED 
MANY TIMES! 


ese days, when personal effectiveness means so much, 

must turn to Ditto—to increase your influence, to 
eve yourself of detail, to be set for the demands 
the opportunities of this day! 


yn report operations alone, Ditto can be like an 


a staff of assistants to you... you'll know why this is 
when you see what other utilities men do with Ditto! 


BV ithout type, stencil or ink the new Ditto D-44 


es 300 and more bright copies of anything written, 
ed or drawn... rate schedules; operating and prog- 


im Teports; specifications; engineering drawings; 


‘ice, factory and work orders; forms, and the like 
70 copies a minute, in one to four colors at once, 
for the first 100, 3c thereafter. Originals can be 
d repetitively—excellent for cumulative reports. 
ake your department more effective—get the whole 
y of Ditto’s public utility performance on gelatin 
iquid duplicators. Use coupon for free idea-booklet, 
Dpies, Their Place in Business.” No obligation! 


DITTO, Inc., 634 So. Oakley Blvd., Chicago, Ill 
Gentlemen: 

Send me copy of your book, “‘Copies, Thei 
Place in Business.”” No obligation. 


Company 


Address 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 
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DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 



















vrsiox FOTO, Bacon « Davis, anc. mare case 


CONSTRUCTION Engineers PPRAISALS 


OPERATING COSTS INTANGIBLES 
VALUATIONS AND REPORTS 
PHILADELPHIA WASHINGTON CLEVELAND CHICAGO 
















NEW YORK 








J. H. MANNING & COMPANY 


120 Broadway ENGINEERS Field Building 












New York Chicago 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 


Public Utility Affairs including Integration 








SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicage New York San Francisco 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 
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PROFESSIONAL DIRECTORY (continued) 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS « EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK ¢ CHICAGO e¢ PITTSBURGH ¢ SAN FRANCISCO « LOS ANGELES 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 





Francis S. HABERLY 
ENGINEER 


Appraisals—Original Cost Accounting— 
Rates —Depreciation—Trends 


122 SoutH Micuican AvENUE, CHICAGO 











BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of coa- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 





JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 











EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY 
VALUATIONS AND REPORTS 
910 Electric Building Indianapolis, Ind. 





JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








E. J. CHENEY AND CO. 


Engineers and Consultants 


61 BROADWAY NEW YORK 





SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appralsals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 




















ROBERT E. FOLEY 


Erecting Engineer 


Telephone Lines—Rural Lines—Fire Alarms— 
Transmission Lines 


48 Griswold St. 


Binghamton, N. Y. 











J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiane 
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[7 he Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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Alabama Power Company 
American Appraisal Company, The 
American Coach & Body Co. 
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Babcock & Wilcox Co., The 

Barber Gas Burner Company, The .... 
Barker & Wheeler, Engineers 

Bayer Company, The 
Black & Veatch, Consulting Engineers 
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Carter, Earl L., Consulting Engineer . 65 
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Sanderson & Porter, Engineers 

Sangamo Electric Company 

Sargent & Lundy, Engineers 

Silex Company, The 
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because Cities Service 


knows your problems! 


Cities Service Oil Company engineers are concentrat- 
ing their efforts daily on solving the various lubrication 


problems with which industry is faced. 


Wherever moving surfaces come together, no matter 
what the speed or load, Cities Service can recommend 
authoritatively the correct lubricants to use. Whether 

you need heavy greases for 
massive gears or the lightest 
of oils for delicate precision 
machines, Cities Service is 


ready to fill your every need. 


Cities Service engineers will 
be glad to discuss your lubrica- 


tion problems with you. 


Hour of Stars—The Cities Service Concert with Lucille Manners, Ross Graham, 
the Cities.Service Orchestra and Singers under the direction of Frank Black, broad- 
cast every Friday evening at 8 P.M., E. D. T., over the N. B. C. Red Network. 


S This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








ou costs have been reduced on 
street lighting circuits by electri- 


cally welding the tanks for isolating 
transformers—making them weather- 
proof and waterproof. © By, intensive 
product development, as well-as prac- 
tical promotional programs, Westing- 
house aids in the drive for safer streets 
—lighted electrically. In every field 
of electrical application’ from power 
generation and ‘distribution to motors 
and control, Westinghouse continually helps reduce maintenance, increast 
safety—bringing added satisfaction to your customers, greater load to your lines 


J 


WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PIPTSBURGH, F. 





